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WEDNESDAY, OCTOBER 8, 1913. 

Committee on Banking and Currency, 

United States Senate, 

Washinffton^ D. C. 

The Gommittee assembled at 11.05 o'clock a. m. 

Present: Senators Owen (chairman), Hitchcock, O'Gorman, Reed, 
Pomerene, Shafroth, HoUis, Nelson, Bristow, McLean, and Weeks. 

The Chairman. Mr. Vanderlip, the committee will be glad to hear 
from you in regard to this bill, and I will ask that you give the 
stenographer your banking affiliations. 

STATEMENT OF FBANE A. VANDEBLIP, PBESIDENT OF THE 
NATIONAL GITT BANK, OF NEW YOBE, N. Y. 

Mr. Vanderlip. I am president of the National City Bank, of 
New York. I have other banking affiliations as director. I suppose 
you only mean my official position ? 

The Chairman. I think that will suffice, unless the committee care 
to have the other affiliations. We will be glad to have your views 
on this bill. 

Mr. Vanderlip. I feel that there are two important things to be 
accomplished by any legislation — the mobilization of reserve and the 
•creation of an elastic currency. I think this measure has gone a long 
way toward that, bi^t has failed of accomplishing both of those 
things. I feel that the mobilization of the reserve has got to come 
about by what is practically a single rieserve reservoir, and that the 
12 reserve reservoirs which have been provided in the bill will not 
practically bring that about. I believe a single reservoir would be 
best, and any reduction from 12 will be an improvement. I think 
if you could reduce it to 4, it would probably work pretty nearly 
as well as 1, and would perhaps have some advantages over 1. 

The Chairman. Is your reason for that because you think that if 
the regions were small the demands upon a particular region at 
seasonal periods would be too exacting on the local reserve bank? 

Mr. Vanderlip. Yes. There is no spreading of the conditions in 
the small regional reserve center. If the demands on all banks 
were of the same character and came at the same time there would 
be no object in having such an arrangement as we are here providing. 
The advantage of this comes through one bank having a strain on it 
at a time when another bank is flush, and an averaging of tkose con- 
ditions. It follows from that that if you establish a regional center 
in a geographical location, where all of the trade conditions in that 
circle are the same, where all the demands are coming upon the 
banks at the same time, and is of largely the same character, you 
will defeat your purpose. You will have a condition where there 
will be great danger of exhausting the resources of that bank, because 
conditions are the same throughout the territory of the bank. 
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1914 BANKING AND CURRENCY, 

Senator Hitchcock. Do you care to be interrupted as you go aloni^^ 
or do you prefer to complete yqur statement? 

Mr. Vanderlip. I am perfectly willing to be interrupted. 

Senator Hitchcock. Then T would like to ask you whether it :? 
not true that in all European systems — ^take, for instance, France- 
the conditions are practically the same throughout that country :: 
which that central bank is the central reservoir. There is no diver^ir. 
of interest there, where they have a very small geographical exte:.: 
of territory. 

Mr. Vanderlip. There is diversity over the whole nation therr 
whatever it is, and it must be considerable. You can not say tLi: 
France, speaking from -the point of demands for borrowing at :!. 
bank, is an absolutely homogeneous country. There is the \T:ne 
producing district, the agricultural districts, the manufacturing tiii- 
tricts, and their demands all come at different times and are</a 
different character. The one central bank there covers all thost k- 
mands and has the advantage of a flush condition at one point ::! 
a strained condition at another and equalizes those conditions. 

Senator Hitchcock. But geographically France is not larger th-: 
some of our States. 

Mr. Vanderlip. But in its business requirements it is certaii> 
larger than any of them, and those requirements are very seasocaL 
With us, however, the seasonal variation is very pronounced accori 
ing to geographical location. 

Take the central bank established in the territorv around Xt" 
Orleans. The borrowing there will come from cotton raisers vtr 
largely. It will all come at the same time. The pressure on Xr 
Orleans comes at one season of the year. Now, if tnat can be equa • 
ized by including in the territory of the New Orleans bank territu:^ 
that is not similar in its climatic condition^ or in its industrial' 
manufacturing conditions, so that the pressure for loans in one pari 
of that territory comes at one season and in another part at another 
you will have a far sounder situation and a situation that a reseni 
bank can stand up under ; whereas if you make these areas too small 
so that they are too similar in condition, you will endanger the bad 
and make it almost certain that it will have to go to the larger ban« 
for help. 

Senator Hitchcock. The reserve bank still has the resource fl 
procuring currency. 

Mr. Vanderlip. But it may be credit, not currency, that it want 
and it must have the reserve of gold to support the currency. If ti 
bank loans down to 3eS per cent it can not get any more curren: 
until it gets some more gold. 

It seems to me there are many impressive reasons why there shoiil 
be a fewer number of reserve districts. 

The Chairman. If there is a certain number, would you think 
advisable to have a Federal reserve board with power to require o! 
branch to accommodate another? 

Mr. Vanderlip. The power of the Federal reserve bank to for 
one bank to rediscount tor another is obnoxious, but it is absohitJ 
necessary if we are to have the benefits of the central reservoir ai 
if you are to have a number of regional banks. A central reserv i 
is the desideratum. That is what we must have. You have planr i 
here to organize 12 banks, and recognizing that after all 12 re- 
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oirs will not do — that there must be one — ^then you undertake to 
ipe those 12 reservoirs together, and properly so. You must pipe 
lem together. You undertake to pipe them together by giving con- 
'ol to tnis Federal board to force loans. I think the Federal board 
lUst have that authority, obnoxious as it is. The obnoxious charac- 
^r of it would disappear entirely with one central bank. It will dis- 
ppear in a measure as you reduce the number of central banks. I 
elieve that with four banks the management of those four banks 
ould get together with a sufficient understanding of mutual condi- 
ons so that there would not have to be any arbitrary use of that 
ower, but power must be lodged with the Federal board, because you 
lust pipe the banks together, and you must make, in effect, one cen- 
tal reserve reservoir. 

Senator HrrcHCOCK. Would not that same argument go to show, 
eally, there ought to be one central reservoir for all Europe, and 
lat all those countries should unite ? 

Mr. Vandehlip. It possibly might be better; but there are condi- 
ons of language and conditions of government which would prevent 
lat. It would perhaps be better to have one government in Europe; 
ut we would hardly undertake that. 

Senator Hitchcock. Is it not a fact, however, that funds flow from 
ne bank to another, according to the demands of trade and local 
onditions ? If there is a stronger demand for money or credit in 
ne country than another, is there not a tendency for the flow to go 
1 that direction? 

Mr. Vanderlip. There is a tendency and it is a pretty free flow. 

Senator HrrcHCOCK. If that is the case in Europe, why would not 
hat flow natijrally result between these 12 banks if it is made volun- 
Biry instead of compulsory ? 

Mr. Vanderlip. 1 think there would be very little likelihood of a 
oluntary flow for this reason: Let us say the condition at New 
)rleans, as we have been using that town as an illustration, becomes 
lose, while in New York it is comparatively easy. The individual 
lanks in New Orleans would then probably borrow from the indi- 
idual banks in New York. I think the management of the Federal 
eserve bank in New York would say that that is the natural way 
or New York to relieve New Orleans; that is the natural channel 
hrough which credit should flow, from a community where the rate 
s low to a community where it is high, through individual banks, 
rhey would say, if the individual banks in their judgment did not 
hink it wise to loan to the individual banks where the rate is higher, 
• then probably it is not wise for us, holding the reserves of the in- 
lividual banks, so to loan." The individual banks would be perfectly 
ree to loan to the individual banks in a high-rate community, if all 
he conditions of credit and business outlook were such as to warrant 
heir doing so? Therefore the managers of the reserve bank in New 
fork, or wherever a low-interest rate was prevailing, would feel, so 
'ar as it was wise, that the individual banks, members of their associ- 
ition, should make the loans to individual banks, members of the 
>ther association. But it would not be wise as a common practice for 
he managers of the reserve bank themselves to loan those funds and 
leplete its reserves for that purpose. 

Senator Hitchcock. But you would empower a body to order it 
o do so? 
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Mr. Vanderlip. I would ; yes. I would do it with great regret. Itl 
is obnoxious to think of forced credit, but you have got to obtain, in 
effect, a central reservoir, and you can not obtain it unless you can 
bring the water level of the supply reservoirs together. 

There are other reasons why I think there should be a fewer mini- 
ber of reserve banks. Some of the gentlemen here regret to see il* 
importance of New York emphasized. To anyone holding that vie" 
I would like to call attention to the fact that the more reserve bant 
you have the more you will emphasize the importance of New Yori 
New York has a fixed minimum of size. You can not very well diviu^ 
New York into two central reserve banks, and the greater the mir 
ber the smaller will be all the banks outside of New York and ' 
more pronounced will be the predominance of New York. Ther... 
think there is this further argument : The Federal reserve board w 
presumably be subjected to some political pressure — not politic 
pressure; I do not mean political pressure, I mean local pre^sll^ 
pressure arising from local conditions. That pressure would :• 
very much relieved if the Federal reserve bank covered a wide terr 
tory, and thus became subject to the pressure of diverse local coii'. 
tions and harmonized that pressure. If there is a reserve bank. V 
us say, in New Orleans, with a territory in which conditions a> 
uniform, the pressure from that locality upon the Federal reserv' 
board to compel loans from other banks would be governed simpl; 
by their view of their own local conditions. Therefore, if that Fei 
eral reserve bank in which New Orleans is located took in a ver 
large territory where there were varied conditions, the reserve bari 
instead of the reserve board would be subject to the pressure fron 
these different localities, and they would be harmonized in the bank 
and the reserve board here in Washington would only have to cor. 
sider the larger and in a less degree these local conditions. 

Senator Hitchcock. Now, Mr. Vanderlip, as it is now, the banked 
of the central reserve ci,ties, and especially the bankers of New Yt^rk 
City, respond voluntarily to these various seasonal needs in varied 
parts of the country. Why, by the same argument would not tiie 
reserve bank of New York City respond voluntarily, by analogy! 

Mr. Vanderlip. They respond now voluntarily, and they will cor. 
tinue to respond voluntarily to as great a degree as it is wise for Xe^ 
York to be depleted. But the managers of the New York bank. 
believe, would feel that the judgment of how much New York sh on. 
loan to other places should rest with the individual bankers. I 
these bankers reached a point where they would not loan any mon 
• it would be hardly the part of the organization holding their n 
serves to deplete these reserves by loaning. 

Senator Hitchcock. If it is the custom of the banks in New Yor 
City now to make these advances to the various parts of the count' 
when the seasonal demands arise, it seems to me when these N^^ 
York banks are united iji a reserve bank, holding the stock in tli 
reserve bank, they would have then, jointly, naturally the same powt 
that they have now individually. 

Mr. Vanderlip. They are not united to do a general business; thf 
are united to hold their joint reserves. General business will still 
done by the individual banks. It is, I trust, no part of this pis 
that general business is to be done by these Federal banks. I 
normal times tl)e Federnl reserve banks ought not to have any lar? 
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amount of rediscounts. Their power should be conserved. They 
should run with very high reserves under normal conditions, and 
they should never have monev making as a factor in their conduct. . 
That point, by the way, I think is very important and if I. may 
digress a moment, I believe the plan for dividing the earnings, after 
5 per cent is paid upon the stocK, in the proportion of 60 per cent to ; 
the Government and 40 per cent to the depositors of the bank, is 
absolutely wrong. There should be no division of earnings after the ,^ 
stock has received a proper dividend. It may be, and I believe it is^ .; 
wise to give the stock 6 per cent instead of 5, but it should have no 
further participation in the profits. There should never be that fac- % 
tor in the management to make it endeavor to earn profits. Th&v 
profits should all go to the Government after the interest has been 
earned on the capital stock for which the banks have subscribed. If 
there were to be a division, this method oi division is wrong. It ■ 
amounts to a pajmient of interest on deposits. The division is to be 
made of profits on the basis of the average deposit which a bank.c 
maintains. That is merely another way of saying we will give^^ 
interest on deposits. You might find a bank under a strong incentive 
to work for profit iii order to pay interest on its balances. The 
theory of the divi^on is wrong, and any division at all is wrongi « 

Senator Reed. You think, then, that after there has been areason-- 
able interest paid upon the money contributed by the banks, in the : 
way of capital or reserves, all of the money should go to the Gov- 
ernment? 

Mr. Vanderijp. I am perfectly clear on that. I believe a great ; 
element of danger will enter in the management of the banks ii any . 
other course is adopted. ' » 

Senator Shafroth. Do you believe that these reserve banks will.- 
earn anything above the 5 or 6 per cent? 

Mr. Vanderlip. I think it is impossible to calculate that. From 
such calculation as I have been able to make, I would rather doubt — 
well, no; let me say it is impossible to state. There are too many • 
unknown elements. The Federal board is permitted to charge the . 
banks interest on the Government deposits. How do we know what 
they will charge? They will pay it into the profits, whatever it is. 
The Federal board is permitted to charge so-called interest on the 
notes. What will the charge be? I do not know; nobody knowa 
It is impossible to figure the profits of these banks. 

Senator Shafroth. It can be made profitable, or make really a • 
very little profit, depending upon the administration they have? 

Mr. Vanderlip. Yes, sir. 

Senator Shafroth. One person here the other day said it was im- 
possible for any of these banks to make any money whatever, even ♦ 
to make the 5 per cent. 

Mr. Vanderlip. Well, that, of course, is hardly a correct view. 

Senator Shafroth. Yes; it can not be, from the fact that the Gov- 
ernment alone will have an account there, at the present time, of * 
$285,000,000. Then the reserves of the banks amount to $400,000,000 
or $500,000,000, and then this capital which is paid in amounts to 
$105,000,000. It is impossible to conceive that with $700,000,000 or 
$800,000^000 no return whatever can be made from thein. But I • 
would like to have your view; and, of course, as you said, it is a 
factor. 
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Mr. Vanderlip. There ought to be no difficulty in earning the 5 per 
cent. It is conceivable that the earnings might be very much more 
than that. 

Senator Shafroth.. Would not the tendency to have a division of 
60 and 40 per cent, as indicated in the bill, be to make these banks 
do business with the regional or reserve banks? 

Mr. Vanderlip. It will have the tendency to put the whole man- 
agement on a money-making basis. Rather than have them stand ii 
the attitude of conservation, it will put them into the open market 
for investments at times when they ought to be carrying a very large 
reserve. Suppose the country bank to-day finds it is in an easy 
money market. If its customers are not able to absorb its loanable 
funds it goes into the commercial-pai)er market and buys com- 
mercial paper. In a little while conditions change, and they come 
atQund with their hat in their hand and say, " We are sorry; we 
liiade a mistake. ^ We ought not* to have bought this paper, and we 
want you to take it off of our hands." Now, we do not want the 
reserve banks to get into that situation. We do not want them, in 
case they have 70 or 80 per cent reserve and are under a compulsion 
to make earnings, to feel they must invest that money, and there- 
fore go into the market, and then, if a change comes, find themselves 
unable to meet the responsibilities that are really on their shoulders. 
I am very much opposed to the banks being run for profit. 

Senator Shafroth. Now, Mr. Vanderlip, one of the great desires 
of thia bank is to provide for the raising and the lowering of the 
discount in order to influence the flow of gold. Will you ^ve us 
your opinion as to whether that is practicable under tnis bill, and 
whether it is not necessary for a bank to go out into the market and 
attempt to corral securities or corral money in order to establish 
a ccmaition of that kind ? 

Mr. Vanderlip. The bill is not clear in its definition of the power 
of the bank to go into the open market. I find two opinions as to 
what the power of the bank is in that respect. One holds that the 
bank may go into the open market and buy prime commercial paper, 
although I believe it says " banker's bill " in the law. 

Senator Shafroth. What is a " banker's bill " ? 

Mr. Vanderlip. " Banker's bill " is really an English term — a bill 
that has been accepted bj^ a bank, a bill that is drawn against a bank 
and has been stamped with its acceptance, or a piece of commercial 
paper that has been indorsed by the bank. 

Senator Shafroth. Is there much of that paper in this country? 

Mr. Vanderlip. There is none of it in just that form. We have 
not anything in this country that we could properly designate, I 
think, as a "banker's bill." 

Senator Hitchcock. Is an acceptance a banker'.M hill in Europe? 

Mr. Vanderlip. If it is an acccy^)tance by a bank. 

Senator Shafroth. You New York bankerH oiijfhl to know about 
the way to get this gold into this country hpiU*v than anybody else, 
and I would like just to have your vicwM an to hriw that ought to be 

done. I , ., 

Mr. Vanderlip. In the firHt places I wonhl hko (o see the law 
made clear as to what the pom*VH an» that an* irivon to this bank 
It will be very obnoxious to the monih<«r hankn tci have the reserve 
banks competitors in the open markot with i\m\\. Possibly that is 
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necessary. I do not think it is myself, but, as I read the law, I have 
supposed that the banks could not go in the market and buy paper, 
except .such paper as was indorsed by a member bank. But I am 
inclined to think I am in error on that point, as I find a good many 
other people who think the law provides that they could go into 
the market and buy your notes or anvbody's note. 

Senator Shafroth. I think the bill as originally framed did not 
take into consideration the necessity for going into the market in 
order to raise or lower the discount, and I think when attention was 
called to it they tiiought they could not establish a rate without that 
power. 

Mr. Vanderlip. The best way of doing that, in my opinion, has 
been suggested by Mr. Paul Warburg. He believes that a portion 
of the present 2 per cent bonds in circulation should be purchased 
by the Federal reserve banks, and the circulation retired; that these 
bonds should be converted into one-year notes of the Government, 
the banks agreeing always to renew those notes for 20 years on each 
maturity. 

Senator Reed. What banks do you mean? 

Mr. Vanderup. I mean the Federal reserve banks. This would 
give the Federal reserve banks a large amount of one-year Gov- 
ernment notes that would employ their money in times when 
otherwise they might have to compete in the market with member 
banks thus depleting their reserves, with the result that they would 
be able to meet their responsibilities properly when a strain did 
come. But it would give them this power : If they wanted to raise 
the discount rate, if they believed we were facing a dangerous situa- 
tion, and that money rates were too easy and that a check ought to be 
put upon affairs and the discount rate raised, thev would be able to 
sell those notes in the open market and deplete the open market of 
the reserves, drawing the reserve strength to themselves and dis- 
posing of those short-time notes. The effect would be immediate, 
and the discount rate would of necessity advance. 

These notes would also be of great value in the period when gold 
exports were imminent or were going on and" we did not want to 
lose gold. Such notes as these would be available in any market of 
the world at the very lowest possible discount rate, and if we were 
in a position where Europe could demand gold from us and we 
could not with ease part with the gold at the time, then the banks 
could sell these notes abroad and liquidate the pressing adverse bal- 
ance, and in that way retain our gold and bridge over the strain. I 
believe something can be worked out in that direction which will give 
the banks the opportunity and the power to control the discount 
market to an extent. Of course it is only to a limited extent that the 
banks ever could control the discount market, but it will greatly assist 
them in controlling the gold movement. 

Senator Hitchcock. That is a little after the English custom? 

Mr. Vanderup. Yes; after the "exchequer bill" of the English 
Government. 

Senator Hitchcock. Has the Imperial Bank of Germany that 
same method? 

Mr. Vandermp. I can not answer positively. I think it has. I 
know the German Government issues short-term notes. 
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Senator Hitchcock. In the sale of those notes would not the re- 
serve bank always suffer loss? 

Mr. Vandeklip. It would apparently suffer loss, but it would be 
able to recoup itself by the loans that it would be able to make at 
a higher rate on the basis of the increasing reserve which it would 
have. It would sell the notes and bring in the reserve. The result 
of that action would be the depletion of the reserves of the outside 
banks and the increase in the rate, and probably this would later 
compel the outside banks to borrow. The reserve bank would not 
have to borrow, because it had largely increased its reserve b^- the 
sale of the notes, and, I thinkj in the double operation would recoup 
itself for the apparent loss of interest on the notes it sold. 

Senator Nelson. AVhat rate of interest would you have on those 
notes ? 

Mr. Vanderlip. Three per cent. 

Senator Eeed. Mr. Vanderlip, at the risk of repetition, I want to 
be sure that I understand you. Your proposition is that the present 
2 per cent bonds running now for 20 years should be converted into 
bonds running for one year — short-time bonds? That is the first 
proposition? 

Mr. Vanderlip. My proposition is that a portion of them should 
be converted; some two or three hundred millions should prob- 
ably be. 

Senator Reed. Then you doubt that the banks would agree to re- 
convert them into long-time bonds? 

Mr. Vanderlip. No, sir; that they, equally with the Federal 
reserve banks, should agree to accept the one-year notes at each ma- 
turity, not to demand payment, but accept in payment the new one- 
year notes. 

Senator Reed. That would be all right, as long as the Federal 
reserve banks hold these notes. But when they sold these notes in 
Europe to get gold, of course, the notes would then go into the hands 
of outside parties. What sort of plan would be devised then to avoid 
compelling the Federal Government, at the maturity of this bond, 
this one-year bond, from having to go into its Treasury to pay them ( 

Mr. Vanderlip. The Federal reserve banks must be under contract 
to protect the Government from that. They must always stand 
ready to take new one-year notes to the amount which is necessary 
to redeem those maturing. 

Senator Reed. Then, the plan amounts to nothing more than this, 
that the Federal Government would issue these one-year notes and 
give them to the banks as a matter of accommodation, to be used by 
the banks, and the banks be, in turn, compelled to protect the notes 
at maturity and renew them indefinitely, ho long as the Government 
desired ? 

Mr. Vanderlip. Yes. The advanta((« of that to the bank is that 
the one-year note of that characf<«r won hi b« the very highest type 
of banking wecurity, wherean th« 20-y<Mir hoful would be an invest- 
ment security, not a hftuUiufi m^cuvUy. 

Senator Rkkd. I Hf*p. Now, how wonhl V'MI llrnt got these bonds 
into the pOHHCHMjon of fh*' \muUf^1 'Hm* l^'lh*l•Hl (lovornment now 
has 2 per cent 20 y<*«r \tiiw\^ oiM ; imocI nf lh*'iM mim \wU\ by the banks, 
and most of i\u*m hwvi* h*'<'M M(ili/«"1 (m t'\nv^*ui'y iNMies. What 
would be the uivi\utt\ yim woMhl ^nint* < ^ 
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Mr. Vanderlip. The Federal banks would buy at par- a certain 
amount of these 2 per cent bonds that are now owned by the national 
banks and are at the Treasury as security for national-bank-note 
circulation. 

Senator Reed. Would they then retire the national-bank circula- 
tion? 

Mr. Vanderlip. They would probably substitute the new notes 
that are provided under this law. 

Senator Reed. I will call them asset notes. 

Mr. Vanderlip. Very good. They will substitute those notes. At 
first they might not have any commercial paper to secure such an 
issue of notes and they would put these new one-year Government 
notes under the 

Senator Reed (interposing). But we still have not got the one- 
year Government notes ; that is the first step. 

Mr. Vanderlip. Let me see if I can trace the matter. The Federal 
bank will buy from the national banks some of those 2 per cent bonds. 

Senator Reed. You mean the National Government ? 

Mr. Vanderlip. No ; the Federal reserve bank will buy some of the 
2 per cent bonds the national bank now holds and has deposited with 
the Treasury to secure national-bank circulation. 

Senator Reed. Instantly, then, the currency that was issued upon 
that bond will have to be retired ? 

Mr. Vanderlip. At that moment ; yes. It might also be provided 
at that moment that the Federal reserve bank can take out these new 
notes, usinff either the 2 per cent bonds it has just bought as a basis 
to secure them or a new one-year note, into which it, at the moment, 
exchanges the 2 per cent bond — the one-year note of the Government, 

Senator Reed. That goes into the custody of the Government ? 

Mr. Vanderlip. Goes into the custody of the Federal agent in the 
same way as commercial paper. 

Senator Reed. The one-year Government bonds or the old 20- 
year Government bonds into the custody of the Federal agent? 

Mr. Vanderlip. Yes. Now, as fast as the Federal reserve bank 
accummulates commercial paper it could substitute it in the hands 
of the Federal reserve agent for these one-year notes, leaving the one- 
year notes free in its hands, where it would be in a position to put 
them out when it wanted to raise the discount rate. 

Senator Reed. I am coming to that next step. 

I have cleared up in my own mind this method. We have your 
suggestions on that. Now, the gold is flowing out of the country; 
we will assume the gold reserves are getting low here. Then you 
would simply take these one-year notes and send them to Europe and 
sell them, getting gold and bringing it back in ? 

Mr. Vanderlip. Gold, but more probably exchange, which would 
amount to the same thing, and would stop the flow of ^old. 

Senator Reed. And, then, you would put money in your bank, 
in the reserve bank, and the reserve bank would raise its rate of in- 
terest to the member banks desiring to borrow from it to a point 
that would recoup any such loss it had suffered by reason of pur- 
chasing this gold ? 

Mr. V anderlip. In that particular case it might or might not have 
a loss. It might be able to sell those on a 3 per cent basis, or it might 
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not. If Europe was strong and was importing gold it is possible it 
could sell those notes for less. It would recoup just as you suggest. 

Senator Reed. You have got the Government one-year bond — 
that is the proper name by which to call it, I suppose — ^bearing 3 per 
cent interest, and it is now sold to a bankiiig house in London, and it 
draws 3 per cent interest. It is simply the credit of the Government 
loaned to the Federal banks, extended to it. 

Mr. Vanderlip. Yes, sir; instead of a 2 per cent bond that the 
Government formerly was obligated to pay. 

Senator Reed. Yes. Now, does the Government pay that 3 per 
cent interest or does the bank pay it ? 

Mr. Vanderlip. The Government would pay it. 

Senator Reed. Then the Government would have to stand the ad- 
ditional rate of interest under tliat plan. Do you think that would 
be just and equitable to the Government! 

Mr. Vanderlip. It does not make any difference whether the Gov- 
ernment or the bank pays it. Let the bank pay it, if you prefer, 
because it comes out of the Government. I mean it only reduces the 
profits the bank will eventually turn in to the Govemitient. Let the 
bank pay it, if you like. 

Senator Reed. Your plan would involve the banks taking care of 
the principal of that bond at its maturity and also taking care of its 
interest? 

Mr. Vanderlip. And the bank would be in a position to make a 
profit because it was able to lend the notes it had secured upon these 
hew one-year Government notes, and receive interest on those notes. 
It would therefore be in a position to recoup the Government 

Senator Shafroth. Mr. Vanderlip, would the withdrawal or the 
refusal of the reserve banks to renew the 90, 60, and 30 days paper 
upon which they had advanced money or loans, have a tendency to 
control the flow of gold ? 

Mr. Vanderlip. I do not think I quite comprehend your question. 

Senator Shafroth. We will suppose there is a flow of gold to 
Europe, and there are notes that have been presented by the in- 
dividual banks or drafts which have been discounted, and the regional 
banks desire to stop the flow of gold. Would there be a tendency to 
stop that flow by the banks saying they would not issue any more 
currency? 

Mr. Vanderlip. Anything that will raise the interest rate will tend 
to check the flow of gold. 

Senator Shafroth. Well, will not the tendency to stop having so 
much circulating medium have that effect? 

Mr. Vanderlip. Any reduction of the circulating medium other 
than the nonnal redemption of bank notes would raise the rate of 
interest and would tend to check the flow of gold. 

Senator Shafroth. Could it become effective, do you think, by the 
exercise of that power alone, on the part of the reserve banks? 

Mr. Vanderlip. No. The interest rate would have to be advanced 
too violently. It would have to be advanced too far, and even within 
any reasonable limits might not check the flow of gold. If European 
nations are in an exchange position to demand gold, even though the 
rate were verv high here, they might still demand it, and the ability 
of the bank here to sell something abroad and produce a credit to 
tneet exchange demands which the European nations hold against us 
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is the effective way to stop the flow of gold. You can not stop a flow 
of gold pennanently. Ii we buy more than we sell we have to pay 
for it some time. For a season, for a brief time, we can prevent that 
flow of gold. Or at a time when a depletion of our reserves is going 
to come with great severity upon us, we may be warranted in going \o 
unusual measures to check thfe flow of gold at that moment. But we 
can not check the flow of gold for a long period if balances are against 
us. 

Senator Hitchcock. Will you explain the exact method which the 
bankers in New York now adopt to check the flow of gold? 

Mr. Vanderlip. They have absolutely no method, Senator. We 
can advance the rate of interest a little, but we have no joint way of 
doing that. We may not legally even confer on the subject. New 
York City is the greatest free-gold market in the world. Anybody 
with credit in New York can get gold, and there is no way at all of 
effectively checking it. 

Senator Hitchcock. You do adopt some methods occasionally? 

Mr. Vanderlip. No : we really adopt no method. If gold is going 
out and our reserves become impaired, if they fall below the legal 
limit, naturally, the interest rates will rise and the rise in interest 
rate tends to check the gold movement. 

Senator Hitchcock. Can you explain how it tends to check the 
gold movement? What is the exact operation by which the move* 
ment is checked? 

Mr. Vanderlip. If funds are worth much more in New York than 
they are in London the banks, or the individual with funds, which 
they can have in either place, will choose to keep some part of their 
funds in the higher interest community. There would be the tendency 
to draw from New York, if the exchange situation warrants Europe 
in drawing, but to some extent this would be counteracted by the 
attractiveness of the rates in New York. If a bank can loan money 
in New York at a very high rate it will not draw it home at a low 
rate. 

Senator Nelson. You mean a foreign bank? 

Mr. Vanderlip. A foreign bank; yes, sir. I mean if an English 
bank finds money at 6 per cent in New York and 3 per cent at home, 
and has a credit in New York, and believes the New York loan is 
secure, it will leave at least some portion of the money it could draw 
at the New York bank there in order to take advantage of that high 
rate. 

Senator Hitchcock. What I want to find out is how the London 
bank maintains those funds in New York. Are they on deposit with 
the New York bank? 

Mr. Vanderlip. They are on deposit in the New York banks, and 
the New York banks have a fluctuating rate of interest, according 
to the call-loan rate. A London bank may also loan in the call-loan 
market in New York through its New York correspondent. 

Senator Hitchcock. How many banks, international banks of 
that character, are there that use New York as a loaning market? 

Mr. Vanderlip. I am unable to say exactly, but a large number. 

Senator Hitchcock. A large number? 

Mr. Vanderlip. Yes. Nearly every important European bank has 
a New York correspondent. 
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Senator Hitchcock. Is that merely for the purpose of exchange, 
or for the purpose of taking advantage of the high rate in the New 
York market ? 

Mr. Vanderlif. It is more for the purpose of exchange. They do. 
however, permit exchange to accumulate during a period of high- 
interest rates. 

Senator Shafroth. You say that this is a fluctuating rate. I> 
your payment of interest to outside parties a fluctuating rate ? 

Mr. Vanderlip. Not to domestic banks; it is to European banks. 

Senator Shafroth. So that your rates may be 2, 2J, or 1 per cent. 
Varying each day? 

Mr. Vanderlip. Hardly each day. We would vary it, perhaps, 
fortnightly. 

Senator Hitchcock. Can you give us any idea of the amount of 
European capital that is in use at any one time in that wa}'' ? 

Mr. Vanderlip. I could not say exactly the amount. 

Senator Hitchcock. Does it vary? 

Mr. Vanderlip. Undoubtedly. 

Senator Hitchcock. It is varying with the exigencies of trade ? 

Mr. Vanderlip. It varies with the exigencies of trade and the 
demands for money. If there is not a keen demand for monev 
abroad, and if there is a keen demand for money in New York, a 
portion of the funds will stay in New York and be loaned there, and 
vice versa. We have in New York frequently loaned very large 
amounts to Germany in the last two or three years. Germany has 
paid 7 or 8 per cent — that is, the first-class banks there — and we have 
permitted funds to accumulate there and made loans because Tve 
could get a higher rate of interest there. 

Senator Hitchcock. Are those funds in the shape of deposits? 

Mr. Vanderlip. Sometimes, and sometimes in actual collateral 
loans. 

Senator Hitchcock. Do you think a regional bank located in New 
York would have a better opportunity to control that international 
situation than the New York banks now have? 

Mr. Vanderlip. Undoubtedly. 

Senator Hitchcock. It would unify them ? 

Mr. Vanderlip. Yes. 

Senator Hitchcock. Why are they not united now in that matter? 

Mr. Vanderlip. The Sherman antitrust law may be one reason. I 
know of no business whatever where the competition is keener or 
more complete than it is in the banking business to-day. We are 
as keen to compete in order to get the other man's customer and secure 
the deposits as you will find in any business whatever. 

Senator Hitchcock. There has been some testimony here and be- 
fore other committees in Washington to the eflFect that there really 
was no competition on a large transaction in New York ; that there 
was a combination among the great New York houses, by which if 
one named a rate or terms the others abided by it, and the man or a 
concern was unable to get credit elsewhere. 

Mr. Vanderlip. I thmk that is wholly without foundation. It i< 
true that a banking house which has been doing the financing for a 
corporation, and has carried that corporation along through bad 
years and good years, furnished them money when they could not sell 
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bonds, and generally fathered them in a financial way — such a bank- 
ing house feels that the financing of that corporation is its business 
and that other banking houses or banks ought not to interfere with it. 
To an extent that is respected. Your statement in regard to credits, 
however, I do not think holds good at all, because there is the keenest 
sort of competition, perfectly open competition, among the banks to 
gain deposits and credit. 

Senator Hitchcock. There is a system of interlocking directors to 
some extent ? 

Mr. Vanderlip. To some extent. 

Senator Hitchcock. And a joint ownership in some other cases? 

Mr. Vanderlip. Yes. 

Senator Hitchcock. Now, surely that would result in. rather a 
community of interest among those banks. 

Mr. Vanderlip. Even in those cases the keenness of the competi- 
tion is surprising, as I have pretty good personal knowledge. I am 
on the boards of some other banks, but I know that the National City 
Bank will go after the business, and the other banks will go after the 
same business. Competition is very keen, and while there may be 
some community of ownership and some interchange of directors, it 
does not extend to the officials of the banks. They are working for 
the banks by which they are employed, and working very hard and 
very keenlv. 

Senator Hitchcock. Is there a standard rate of interest in New 
York as there is in London, fluctuating from tin e to time? 

Mr. Vanderlip. No, sir. There is a standard rate of interest that 
is paid by banks on the balances of other banks — the reserve deposits 
of other banks. That is 2 per cent. There is another rate of interest ; 
that is the call-loan rate. That is the rate that money is loaned at 
on the stock exchange to the members of the stock exchange on stock- 
exchange collateral. 

Senator Hitchcock. How is that rate fixed ? 

Mr. Vanderlip. By competition, just as the price of stock is fixed. 
Brokers go in there and oner money to brokers who want to borrow 
it, and they compete for it. 

Senator Hitchcock. Then, there are other rates besides that? 

Mr. Vanderlip. That rate fluctuates daily. Then there is the time 
rate on stock-exchange collateral, and the commercial-paper rate, the 
rate to commercial borrowers. Of course one of the great things for 
legislation to accomplish is to make it unnecessary for us to have to 
go into the call-loan market. 

At the present time the one place that we have in this country 
to loan money to-day and get it back to-morrow, if you want it, fs 
in the New York call-loan market. Call loan means a call loan in 
New York. Practically it does not mean a call loan anywhere else. 
In New York it means a call loan repayable at the option of the 
lender. If you make a call loan in New York to-day, you can call 
it to-morrow without any compunction. 

Senator Weeks. It is equally true that it is payable at the option 
of the borrower if he sees fit? 

Mr. Vanderlip. I mean that in New York a loan is payable at the 
option of the lender; elsewhere payment is theoretically at the option 
of the lender, but practically at the option of the borrower. It is the 
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one place you can lend money and be certain you will get it back, 
and you can not always be absolutely sure then, because there are 
certain times when you can only get it back where the loan is shifted, 
and the loan can not be shifted. 

Senator Reed. Why is that system in existence in New York and 
not elsewhere? 

Mr. Vanderlip. Because the New York Stock Exchange offers the 
one great market for collateral security. If we loan on a stock ac- 
tively traded in on the New York Stock Exchange, we know that the 
borrower can be forced to pay the money, because he can sell. TVe 
demand a margin of 20 per cent between the market price and what 
we loan, and under almost any conceivable conditions there will not 
be a drop of 20 per cent before you could compel the borrower to 
sell the collateral. 

Senator Eeed. Do you regard that system of loaning large sums 
\of money upon that class of security as an element of safety or of 
.danger in the banking system ? 

1 Mr. Vanderlip. An element of danger and unsound banking, but 
ithe soundest banking we can do under our present system. 

Senator Eeed. If it is unsound, it ought to be stopped ? 

Mr. Vanderlip. It ought to be, and no one is more anxious than 
he great banks of New York to aid in that situation. 

Senator Eeed. Why do they not voluntarily stop it? 

Mr. Vanderlip. Because they have nothing to take its place. We 
have got to have a large amount of loans that we can certainly get 
^hen we want the money. 

I Senator Eeed. In other words, you feel that in order to make money 
that you must keep your capital employed up to a certain limit, and 
inere is a place where you can employ more of it because you can 
/demand it back quickly; is that the thought? 

Mr. Vanderlip. The bank of which I am president has $200,000,000 
of net deposits ; it must keep 25 per cent of that in cash. It pays in- 
terest on a large amount of deposits and upon all deposits obtained 
from other banks. It must therefore employ those funds in order to 
get an interest return. It keeps 25 per cent in cash, and it keeps a 
secondary line of reserve, amounting to 60 or 70 or 76 millions of 
dollars in demand loans, in loans that we can get back, unless the 
whole machinery of doing business on the stock exchange is clogged. 

Senator Eeed. Now, Mr. Vanderlip, you say this is bad banking, 

but that it is necessary, however, under our present system, but that 

it ought to be done away with, and that implies, of course, something 

substituted in lieu of it. What is the system that could be substituted 

. in lieu of it ? 

Mr. Vanderlip., It implies a bank of rediscount, where banks can 
be certain that under any conditions they can rediscount their paper. 
That converts commercial paper into a quick asset, and permits it to 
take the place of call loans. If such a bank can be had, it will turn 
several hundred millions of dollars that are now employed in call 
loans and other stock exchange loans, into commercial channels. It 
will be of vast benefit to the commerce of the country. 

Senator Eeed. Then, if I am not interrupting you ? 

Mr. Vanderlip. Not at all. 

Senator Eeed. I thought you had completed your answer. 



BANKING ANP CUBBENOY. 192| 

Mr. Vanderlip. Yes; I had. 

Senator Reed. Then, if you had a place where you could take paper 
and get money on demand, you would loan your money out on 30, 60^ 
and 90 days, and in that way use that part of your funds which yoii 
now loan on call loans? 

Mr. Vanderlip. Exactly. 

Senator Seed. And the thing that is necessary is some machin^y 
whereby you can certainly turn a 30, 60, or 90 day piece of paper intQ 
cash at once? 

Mr. Vandeblip. That is the thing that is necessary. 

Senator Reed. Before I ask you as to the method, I want to hav^ 
you tell us just what element of danger there is in the banking sys- 
(.enij in your judgmfint^ arising out of the present metixod oLlQaning;^ 
money on call, and havinj^ it used on the exchange? 

Mr. Vanderup. TTiat-q Kf ^ /^ic^fli^y^T^fflgA \ j^ that a very ^rcat sum 

of money^jseyeral hundred million dollars that ought to be devoted to 
thfi ri>mmerfie., of the country, is employed in jcarrying. se curit ies^ 
Thill in a dinndTnntagr nnd Oi>La. .danger. The danger is that we are 
depending solely upon these call loans as our secondary line of re- 
serve. Everything works all right so long as those loans can be liquid 
dated, and they can be liquidated as long as they can be shifted from 
one bank to another, but there is nothing of a liquidating character 
about a loan on stock exchange collateral. 

The ideal security for a bank is a self-liguidating loan. A loan to 
a merchant for goods that can be sold is a seli-liquidating loan. 
Making self-liquidating loans is the business a bank ought to do. It 
ought not to loan on real estate, and it ought not to loan an undue 
amount of itsj funds on the securities of corporations, for they will not 
liquidate themselves; the only way the bank can get the money is to 
shift that loan to some other bank or have the owner of the security 
sell that security to somebody else. 

Senator Reed. Then, when trouble comes what happens to the 
bank which has a large amount of money loaned upon these call 
loans, the proceeds of which have been utilized upon the exchange? 

Mr. Vanderlip. Wlien trouble comes the bank lorce^ the borrower 
to sell. He must sell7 perhaps at considerable sacrifice. All investorb 
are disconcerted by this fall of borrowing needs; all investors ai» 
upset because the price of the securities has declined, and there is a 
general demoralization of the security market, which involves majuy 
people who have had nothing at all to do with the origina.]Upan. 

Senator Reed. It becomQ g ^ ponfAj' ^f rligfnrhanpp jghir.h may..iV^ 

vplnp ij\t^ p, finanpn 

Mr. Vanderlip. Yes, sir; and it is certain to extend to the com- 
mercial borrower. 

Senator Reed. And to what extent do you think that factor con- 
tributed to the trouble of 1907 ? 

Mr. Vanderlip. It was undoubtedly a considerable factor. Of 
course, the trouble in 1907 was occasioned by the banks, but really 
caused by our system of disconnected reserves which forced the banlra 
to seek, properly enough, to protect themselves — for no one else was 
going to protect them — ^and they drew to themselves undue reserves* 
I am speaking of the country banks. They drew to themselves more 
reserves than were necessary, because they became alarmed. They 
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put an impossible burden on the central reserve city banks, a burden 
that could not be borne under our system. The central reserve city 
banks did deplete their reserves; they did everything that wa> 
humanely possible under the system, but the system broke down and 
there was general suspension. 

Senator Keed. Then, of course, if there had not been this deposit 
by one bank with another, a large part of it finally terminating ir. 
New York City ; if the money had not been there to have gone down. 
of course you would not have had that money to loan, you would not 
have had it out on call, and therefore, if the reserves had not beeb 
there in the first place 

Mr. Vanderlip (interposing). You think the trouble would 
have been avoided? No, sir; it would not have been avoided iinle« 
you had had a central reserve reservoir ; if you had had a law *- 

Senator Reed (interposing). Would you not have avoided at least 
a part of it? Would it not have been minimizied? 

Mr. Vanderlip. It would have been minimized. But if you had 
had a law requiring every bank to keep all its reserve in its own 
vault, the same sort of trouble might have occurred. That is, every 
bank would still have drawn to itself an undue amount of reserves 
at the expense of its neighbors, and would still have created — ^might 
largely have created — ^just the same situation. 

Senator Reed. You said " reserves." You mean it might have 
drawn to itself an undue amount of money ? 

Mr. Vanderlip. Yes, sir. 

Senator Reed. Over and above the reserve? 

Mr. Vanderlip. Over and above the legal reserve; yes, sir. 

Senator Reed. But to the extent that the banks had their reserves 
in New York, to that extent this trouble was increased, because thej 
had that much more money there to pull away from you at the very 
hour when you needed it? That is correct, is it? 

Mr. Vanderlip. That is correct. And I will say that I believe the 
reserve system provided for in this measure is superior to the exist- 
ing system. 

Senator Nelson. I am glad to hear you say so ; that is my view. 

Mr. Vanderlip. I will say that although it means the loss of $50,- 
f)00,000 deposits to the bank I represent, I believe it is sounder eco- 
nomically than the existing system, and I would be glad to see it in 
force. 

The reduction of reserve which is provided, from 25 to 18 per cent, 
is essential and is not too much. 

Senator Reed. Why is that essential? 

Mr. Vanderlip. The reserve of 25 per cent has been carried be- 
cause we carried the reserves of larger banks. If we are no loncrer 
to carry the reserves of larger banks, there is no longer the necessity 
for us to carry that excess reserve. As a matter of fact, if we no 
longer carry the reserves of larger banks I can see no reason why a 
^ity bank snould carry more reserve than a country bank. 

Senator Bristow. That is what was in my mind. 

Mr. Vanderlip. A city bank has more liquid assets than a countrr 
f)ank. It is in a position to recoup itself for any loss of cash more 
fltiickly. It has lar more facilities, and why there should be any 
classification into coimtry banks and central reserve city banks if 
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the central reserve city bank is to carry no country bank reserves, 
T am unable to see. 

Senator Hitchcock. While you may not have the reserves of these 
banks under the new system, you still have large country balances 
subject to withdrawal. 

Mr. Vanderlip. I doubt it, sir. I can see no reason, if the national 
clearing-house feature works, why one bank need keep a balance with 
another bank. 

Senator Hitchcock. You still continue to pay the 2 per cent inter- 
est on balances? 

Mr. Vanderlip. Yes ; but they will not keep it for that alone. 
Senator Hitchcock. Is it not a fact that they have in New York 
all the time a much larger amount of money than in country banks 
and larger than the law calls for ? 

Mr. V anderlip. Yes, sir ; because of the collection system. If you 
have a national collection system, a national clearing house, there 
will be very little, if any, need for one bank to keep a deposit with 
another. I believe that for a good while the small borrowing banks 
will prefer to do business with their old friends, and banking rela- 
tions rather than go to the new reserve bank to rediscount, and there 
will be a tendency to continue the old relationship. And there may 
be, therefore, some considerable balances, but I look for the almost 
complete elimination of national bank balances with other banks. 

Senator Hitchcock. Now, Mr. Vanderlip, is it not a fact that you 
pay 2 per cent on country balances? 
Mr. VANDERLIP. Yes, sir. 

Senator Hitchcock. If the law prohibited you from paying 2 per 
cent on country balances, would there not be a very material reduc- 
tion in the amount of balances that the country banks would keep in 
New York? 

Mr. Vanderlip. With the existing reserve provision? 
Senator Hitchcock. Under the existing law; yes, sir. 
Mr. Vanderlip. There would be a considerable reduction. 
Senator Hitchcock. Can you estimate how much that would be? 
What per cent it would be? 

Mr. vanderlip. I would hardly want to venture a guess without 
giving it more consideration. 

Senator Hitchcock. Does not that fact prove it is to secure the 2 
per cent interest that the large balances are kept and that the New 
Y^ork banks give the 2 per cent in order to get the balances to use iii 
New York? 

Mr. Vanderlip. No ; it does not prove that, I think. It proves that 
the country bank is doing with its balance just what we are doing in 
the call market; it is providing a secondary reserve upon which it 
gets a low rate of interest, but which it can call and turn into money 
at any time it wants to. That is what we do with call loans ; we 
sacrifice the interest rate to immediate availability, and the country 
bank keeps a balance at a lower rate than it could get otherwise, and 
even a higher balance than is made necessary by the legal require- 
ments in order that it may get it quickly if it should want it. 

Senator Reed. Mr. Vanderlip, this bill provides for these reserve 
banks. It is safe to assume that one of them would be located in 
New York. 
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Mr. Vanderlip. I have not known whether jt was safe to assume 
that or not. I am glad to hear it. 

Senator Reed. I think it is a reasonably safe assumption. Now, if 
that were done and this bill were enacted into law and that bank 
established, do you think, after a study of the bill, that that would 
provide a safe means, practical working means by which the bank 
of New York and that region could obtain money in time of necessity, 
so that it would take the place of your call loans and the system 
which is now in vogue? Would a bank have enough money ? \Vould 
it have enough facilities ? 

Mr. Vanderlip. There are two fundamental shortcomings in the 
bill that will prevent it working successfully to accomplish what you 
outline. The one is — a subject I have referred to — the fact that you 
have not got a central reservoir ; you have 12 reservoirs. I believe that 
will work very much against its successful operation. The other is that 
you have not provided an elastic note issue. That is just a questioE 
of mathematics. Not to go into the subject of whether the Govern 
ment or the bank should issue the note, I will say parenthetically I 
am perfectly clear in my mind that the bank and not the Government 
should issue the note. But passing that, you have provided that the 
2 per cent bonds now in circination can be redeemed, 5 per cent a year. 
into threes, and there has been a presumption that the bonds would 
be so redeemed and the $741,000,000 of national-bank notes would be 
retired. 

I challenge that assumption. The 2 per cent bonds with the cir- 
culation privilege will be worth more than the 3 per cent bonds with- 
out the circulation privilege. A bank buying 2 per cent bonds at 
par, taking out circulation and losing from its reserve the 5 per cent 
redemption fund as the bill provides, will still make a profit of I.IS 
per cent if it can keep the circulating notes out. That, with the 2 
per cent the bank gets as interest on the bond, makes a return of 3.1S 
from the 2 per cent bonds, whereas the return from the 3 per cent 
. bond is only 3 per cent. It is just a question of mathematics. The 
twos will sell higher than the threes. If the twos will sell higher 
than the threes they will not be exchanged; they will continue as 
a basis for the existing national-bank-note circulation. That ex- 
isting circulation of nearly $750,000,000 is irreducible, and you will 
have no room for an elastic note issue. You will have to reduce the 
present national-bank notes in order to make room for elasticity. 
We have circulation enough now for any ordinary conditiojis. It 
is onl}^ under extraordinary conditions, or at least under the condi- 
tions of special claims of crop-moving periods, that we need any more 
ihan we have now. We probably nave really a redundancy, and 
there will be no room for expanding and contracting currency until 
we retire some of the present national-bank notes and replace them 
with the note issue that will respond to the demands of commerce. 
Therefore, I say you have not provided an elastic currency, which is 
one of the essentials of a good measure. 

Senator Reed. I am not sure that I followed vour mathematics on 
the 2 per cent and 3 per cent bond question. The present 2 per cent 
bond, of course, pays its 2 per cent, and then currency is issued upon 
it. Then the currency can oe loaned out 

Mr. Vanderlip (interposing). And we pay a tax on the currency 
of half of 1 per cent and we pay certain expenses of the comp- 
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troller's office, and we have to put up, under this law, a 5 per cent 
redemption fund, which will not count as reserve. Thereiore, on 
$100,000 of twos we would get $95,000 of loanable currency. The 
result of taking out the currency and loaning it in that way is a profit 
of 1.18. A bank buying twos at par, taking out circulation, depos- 
iting a 5 per cent redemption fund with the Treasury and not count- 
ing that m its reserves will make a total equivalent of 3.18 per cent 
on the bond. 

Senator Shafboth. You deduct also the one-half per cent tax ? 

Mr. Vanderlip. I am deducting also the one-half per cent tax. 

Senator Hollis. What rate do you assmne you will loan at? 

Mr. Vanderlu*. Five per cent. 

Senator Eeed. FoUowmg that suggestion of Senator Shafroth's, 
the interest rate, of course, varies? 

Mr. Vanderljp. I am assuming a 5 per cent interest rate. 

Senator Reed. If you take the 3 per cent bond, of course, you do not 
get any currency upon it? 

Mr. Vanderlip. You just get your straight 3 per cent. 

Senator Eeed. So, you say, the present 2 per cent bond, with the 
circulation privilege, is a more valuable investment than the 3 per 
cent bond without it ? 

Mr. Vanderlip. Yes, sir. 

Senator Eeed. By 0.18 of 1 per cent ? 

Mr. Vanderlip. Yes, sir. 

Senator Weeks. That is, to the bank ? 

Mr. Vanderlip. To a bank ; yes, sir. 

Senator Eeed. Of course, that would indicate then — ^your objection 
is that this plan retires the national-bank note ? 

Senator Nelson. No ; that it does not. 

Mr. Vanderlip. My objection is that it does not retire the national- 
bank note, which should be retired. 

Senator Eeed. In other words, you mean the national-bank note 
should be issued upon the 3 per ceiit bonds? 

Mr. Vanderlip. No, sir. 

Senator Eeed. Issued upon what? 

Mr. Vanderlip. I mean that at least some portion of the present 
mass of national-bank circulation should be retired. To do that you 
must refund or buy some portion of the 2 per cent bonds that are now 
under the national-bank note circulation. 

Senator Eeed. This bill provides for the retirement of those 
bonds 

Mr. Vanderlip (interposing). In 20 years. That is not soon 
enough. 

Senator Eeed. Five per cent a year. 

Mr. Vanderlip. But the banks will not retire 6 per cent a year. If 
the bank finds the 2 per cent bond more valuable, it will not volun- 
tarily give up the 2 per cent bond for the 3 per cent bond, and there- 
fore I say that during the 20 years you will not get the retirement. 

Senator Eeed. So this claim that these 2 per cent bonds are not 
worth their face would not seem to be very well taken, would it? 

Mr. Vanderlip. The bonds are worth tneir face to any bank that 
will hold them to maturity and that is certain to be able to keep out 
the circulation. 
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Senator Beed. Suppose that we keep out this $750,000,000 of bank 
circulation and that tnere is no change in the amount which y^e nov 
have. Still is there not an element of elasticity provided in this bill 
when it is stipulated that promissory notes indorsed by regional banks 
can be turned into money? Is not that an element of elasticity ? 

Mr. Vanderlip. It is an element of elasticity if people want more 
currency. There is no thing that the law has less to do with than the 
amount of money you carry in your pocket, and the amount of money 
that the people of this country carry in their pockets will not be in- 
fluenced by your legislation. They will determine that, and the sur 
plus they will redeposit in banks. If they want an increasing amount 
of currency they will ffet it. If they do not get it in the torm of a 
bank note — which is the form in which they ought scientifically to 
have it — they will have it in gold. They will carry in their pockets 
what they need. They are the ones to determine the volume of cur- 
rency circulation. Ttey alone will determine it; the regional bank^ 
will not determine it nor will any Federal board. It will be the people 
themselves. And any surplus will always be deposited in the bank? 
and any demand for more will come out of the banks' reserves. You 
can not help that ; you have got to start with that as something that 
is fixed outside of your deliberations. 

Senator Eeed. I understand, of course, that the people are alway^ 
goin^ to carry around some money. They always have. But tlit: 
question I am asking — and I am not sure I made myself plain ; per- 
haps I did not grasp your answer — is this : If it is provided that any 
national bank or any member — I will use that term — desires money 
it can bring up its securities and turn them into money, and that 
would provide a means when that bank needed money for it to <ret 
it, would it not ? 

Mr. Vanderlip. Let me ask you. what does a bank need with 
money ? It has two needs : One is for reserve money and one is for 
money to pay out. The people will determine whether the bank i& 
paying out money or receiving money. The bank will not determine 
that. For reserves under this bill it does not need all money ; it only 
needs part money and part balances with a Federal reserve bank. 

These notes, of course, would not count as reserve in any event, so 
the bank will only need notes if the people need more of" them. If 
the people do not need more notes the bank can not make any use of 
them. It can not go and get these notes and put them in its reserve. 
They will not count there. The bank can only get rid of them if 
people want more money in their pockets. 

Senator Reed. That is the one time it needs them. 

Mr. Vanderlip. They have money enough in their pockets now, so 
it is only in the exceptional case that we will be using these new notes 
unless we retire some of the present notes. 

Senator Eeed. Yes; but, of course, if we cut down our currency 
that is now out one-half it would follow that immediately they would 
begin using a large amount of this new money. 

Mr. Vanderlip. Yes. 

Senator Eeed. I grant you that. But suppose we do not cut it 
down, still if we had a plan by which in the event of a demand for 
money that demand could be satisfied this bill would be elastic, or 
woulcl provide an elastic system to that extent ? 
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Mr. Vanderlip. For the peak of the load ; yes. 

Senator Bkhd. It would not be elastic for all times, but for «11 

abnormal times 

Mr. Vanderlip (interposing). J[t_PfirfQrms„aj3out_the_jameJ^ 
that the Aldrich-Vreeland bill would perform were the taxes there 
imposed not so heavy. 

Senator " Reed. W hat you would prefer would be to retire a part ot 
our present circulating medium, and, having cut it down, to at once 
create a necessity for some of this other money, and then that banks 
should issue — ^your preference would be that the banks should issue 
that additional amount of money ? 

Mr. Vanderlip. My preference would be to retire a considerable 

amount of the present national-bank notes, to replace them with aew 

notes, such as provided in this bill, and replace the 2 per cent bonds 

that secure these present notes with one-year Treasury exchequer bills. 

Senator Nelson. Three per cent? 

Mr. Vanderlip. Three per cent. 

Senator Reed. And I believe you mentioned about $300,000,000? 
Mr. Vanderlip. That would be ample. 

Senator Hitchcock. What is your ground for sajing^^at, injour 
opinion, the present currency is redundant? 

Mr. Vanderlip. There is a constant redemption^of course;^ of^the 
present bank notes, at certain seasons of the year. In the springSme 
they pile up. on us in New York; they pile up.. every where. We .all 
have too .much money. The interest rate drops too low. There is 
not a proper redemption of them, and, if they are redeemed, thej 
are put right out again. 

Senator Hitchcock. Is there not a very well-lmown cause why 
those national-bank notes~pile up on you iri New Tprk? Is it not 
because the banks of the interior are unable to use them in their re- 
serves, and the only way they can makie a. proper aise of them is to 
send them to you* where. thfiy. would count as reserves? And when 
they reach you you can not count them as reservea andJyxui send thew 
to the Treasury to get something that will count as reserves ? 

Mr. Vanderlip. And then the Treasury sends th(^ out and thfy 
are at once paid outlSy the banks, and the cirda^aes^oaL 

Senator Hitchcock. Yes; but it is because they do not count as 
reserves, and the bank is constantly striving to maintain a reserve 
that they send them to you ? 
Mr. V ANDBRLip. Yes ; that is an important factor in their redemp^ 

lion 

Senator Hitchcock (interpoeiiig). My. point is this^ that redemp- 
tion does not necessarily indicate reduncL^jQi^y^ bttt m^eiy iniSicali^ii 
scarcity of reserve money. 
Mr. V ANDERLip". That is true. 
Senator Hitchcock. It seems to me that that does away with yitmr 

statement 

Mr. Vanderlip (interposing). I do not think it necessarily indi- 
cates a scarcity of reserve monev, and it may indicate a redundancy. 

Senator Hitchcock. Why otherwise would a bank, say, in my town, 

Omaha, send national-bank notes to you instaad af gold cert ificatow 

Mr. Vanderlip. Because we will pay 2 pei oent interest. The^ld 

certificates do count as reserve. 

Senator Hitchcock* That is the reason they keep them in Omaiial 
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. Mr. Vandbrlip. _ Yes. 

Senator HrrcHcx)CK. And, therefore, the redemption of these na- 
tional-bank notes — ^$300,000,000 a year, right from New York City- 
indicates no redundancy of currency, it seems to me, but a lack of 
reserve money ; a struggle to get hold of reserve money. Is not that 
truej. 

Mr. Vanderi.jp. It indicates a disposition to retain reserve money 
in their own vaults and get rid of money that will not count as 
reserve. 

Senator Hitchcock. Before you proceed, do not the statements of 
all the national banks combined show that the actual amount of re- 
serve money in all those banks during the past year has been down to 
a minimum? 

Mr. Vanderlip. Yes ; almost at the lowest in our history. 

Senator Hitchcock. Does not that indicate a lack of money, in- 
stead of a condition of redundant currency? 

Mr. Vanderlip. It may indicate a very expanded state of loans. 

Senator Hitchcock. Have you any other reason for saying that 
in your opinion, the currency is redundant ? 

Mr. Vanderlip. T do not state that the currency is redundant, 
except at certain seasons. As we stand now, the volume of bank 
notes remains about the same, in spite of these redemptions, from 
month to month. It is no larger in October than it is in April. 
The need for currency is probably $300,000,000 less in the spring 
than it is in the fall, so it is either very redundant in the spring or 
lacking in the fall, one or the other. I presume we are about at an 
average balance, that we are lacking in the fall to some extent and 
redundant in the spring to some extent, but we have no conformity 
of volume to our needs. 

Senator Hitchcock. NoWj have you any estimate as to what de- 
gree of elasticity should be given to our whole volume of currency ? 

Mr. Vanderlip. Why, really, it ought to be just the degree that 
the people want a bank note instead of a bank balance. The thing 
ought to be interchangeable. Anybody with a credit in a bank ought 
to be able to take that credit in the form of a balance on the deposit 
books of the bank or in the form of a circulating note. That is the 
ideal elasticity — the same elasticity as there is with a check. You 
write a check when you need it, and it is returned when you are 
through with it, when it is paid. 

Senator Hitchcock. Assuming we have gold and currency com- 
bined of something like $3,000,000,000, gold currency and silver com- 
bined of $3,000,000,000, what per cent of that should be subject to 
Contraction and expansion ? 

Mr. Vanderlip. My estimate is — ^but I will say there is no way 
1 know of making a very accurate estimate — that we need $300^ 
000^000 more currency in the crop-moving season than we do in the 
springtime. 

Is that about right. Senator? 

Senator Weeks. I did not understand that. 

Mr. Vanderlip. We need $300,000,000 more currency in the crop- 
moving season than we do in the springtime. 

Senator Weeks. We know about what the East, commencing with 
Chicago, ships South for that purpose, and I suppose $200,000,000 
to $250,000,000. I am not quite sure. 
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Senator Hitchcock. Do you mean by that, in the season when we 
need the least we have an excess now of $300,000,000 ? 

Mr. Vandekmp. Wehave an ex cess now of some part of $300,000,- 
000. In .seasons when we need it most we have a deficiency oT some 
part of $300,000,000. I wilt not undertake to say "lust wh^re the 
me IS. 

Senator Hitchcock. Let us divide it between the two and say 
$150,000,00. Then, why do you favor the tearing up of the whole 
bank-note systme as it now exists in order to secure an excess of 
$150,000,000 at certain seasons of the year ? 

Mr. Vanderlip. ^t is just as im portant to secure the redemption 
of that $150,000^000 at tne otner seascm olthe year. 

Senator Hitchcock. Because it piVfl it up in New York? 

Mr. Vanderlip. Yes. 

Senator Hitchcock. Suppose the law prohibited the piling of it 
up in New York? 

Mr. Vanderlip. The law can not prohibit all the things it under- 
takes to. 

Senator Hitchcock. The law can direct where the national banks 
shalls keep their reserves. 

Senator Nelson. Where they pile it up somewhere in the countiy ; 
it does not do any harm where it accumulates in the coimtry bank. 

Mr. Vanderlip. Would not the country banks have the same mo- 
tives as the city banks if it finds it is very flush in funds? Would it 
not be apt to make loans it otherwise would not ? 

Senator Hitchcock. It is not the experience. The trouble always 
originates in New York. 

Mr. Vanderlip. The trouble r arely originates in New York, but is 
8lways__e5hibitfii.thefei;Jecause^^r.come up along the line. The 
country bank calls on the reserve correspondent, and the reserve cor- 
respondent calls on New T'ork. It is merely exhibited there as a 
culmination of the pressure. 

Senator Hitchcock. The experience of France, even with their 
very expansive currency — ^the aggregate of the expansion and con- 
traction, as I recall it, is something like only 8 or 10 per cent. Maybe 
it is only 6 or 8. The expansion occurs in January or February, and 
the contraction occurs in August, almost with a uniformity. The 
great mass .of the banking currency of France remains always out- 
side. 

If the great body of our currency must be always outside, why 
have that part elastic ? Why not allow the permanent part to remain 
as it is now and only provide an elastic cushion on top of it? 

Mr. Vanderlip. That is all you have done in this bill. The 
cushion is extremely thin — so thin it won't save you from jars. 

Senator Hitchcock. You think it would not be taken up to any 
great extent? 

Mr. Vanderlip. Yes;. 

Senator Hitchcock. Would not, in a short time, the growing needs 
of the country demand another increase of bonds, and would not 
increased needs of the currency arise and cause an elastic demand 
for this provision? 

Mr. Vanderlip. They will in time, if you want to legislate for the 
future instead of for the present. In this connection there is one 
great danger to which I want to call your attention. 
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Senator Shafboth. Just before you leave that, you indicated this 
currency would not be taken up. How nuich paper do you estimata 
there is now of the kind specified in this bill as being required la 
order to issue currency upon? 

Mr. Vanderlip. I would not undertake to estimate it in dollars. I 
believe the supply is ample, or at least would soon become ample as 
we adjust our business practices to the needs for creating this type of 
paper. I think the discount provisions are wise and well considered. 

Senator Shafroth. How much call money is there used in Xew 
York City, if you can give a rough estimate of it? 

Mr, Vanderlip. I have not the figures in my mind. I have one 
interesting figure in that connection. At the moment there happens 
to be $180,000,000 of outside bank money loaned on call in New York 
Citjr, and I have known it to be as high as $300,000,000. 

Senator Shafroth. It varies and fluctuates? 

Mr. Vanderlip. Yes. That is outside money loaned on conuner- 
cial discounts. 

Senator Shafroth. There would be, in addition to that, some New 
York discounts, would there? 

Mr. Vanderlip. Many millions. 

Senator Shafroth. Do you think it is as much as a hundred mil- 
lion dollars? 

Mr. Vanderlip. More than that. 

The Chairman. In the hearing, on page 773, is a table of those 
outside loans. Senator, which were gathered togetiier by the comp- 
troller's office. 

Senator Shafroth. Yes; I will be glad to look at that; but I want 
to ask one more question in this connection : When your banks make 
a call for a loan — ^that is, a call loan — where does the man get his 
money from to pay you? 

Mr. Vanderlip. From another bank. 

Senator Nelson. If he can get it? 

Mr. Vanderlip. Yes; if he can get it, or by selling the security. 
There is no other way. There are just two ways of getting it, either 
by shifting the loan or selling the securities. 

Senator Shafroth. And then he has to sell at a sacrifice when he 
has to sell hijs securities? 

Mr. Vanderlip. Yes. 

Senator Weeks. Mr. Vanderlip, I would like to clear up something 
you have just stated. You say at present there are $180,000,000 of 
money loaned by New York for country banks on call loans. Does 
that include loans made for foreign banks as well ? 

Mr. Vanderlip. I presume it does. That amount would not be an 
important part of it, however. 

Senator Weeks. You have stated that at times there is a consider- 
able amount of money loaned for foreign banks, varying, of course, 
with rates. 

Mr. Vanderlip. Yes. 

( Senator Weeks. Three or four years ago I was on a committee to 

' look into the Canadian system, and the Canadian banks were very 

! free to tell us how their loans were made and where they were made, 

and I was amazed at the amount of money thev loaned to New York, 

or were loaning at that time. I do not remember the definite figures^ 
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but it would be a very large per cent of $180,000,000, loaned by banks 
of New York on stock-exchange collateral. I know it impressed me 
with the idea if the Canadian banks on some one day called all of 
their loans it would create a very serious condition in the New Torkj 
market. 

Mr. VANDEKiiip. That condition is very serious. There is no re- 
serve held against the possibility of those demands from the outside. 
If a New York bank loans on call, it loans a deposit and it keeps a 
reserve against that deposit, so that it has something there against 
that liabuity. But the outside banker loaning it can demand the 
wrhole of the loan and take it right out of New York, and it is a 
factor of very great danger and one that in time of trouble has 
several times been shown to be of great danger. 

Senator Bristow. Mr. Vanderlip^ I was interested in your state- 
ment. JuxJSenator Reed, iiat^Qie "STper cent lionds were worth par for ^ 
circulation purposes. Why are they now selling below par? ^ C, 

Mr. Vanderlip. Because the bankers, I su]|^ose, do riot know just S 
what legislation we are going to have. They have seen a bill [ 

started without ji ..prfiLV^pn fmi,thpse. bonds. This iiilL jaay_no>y \ 

pass without any provision for. the bonds. I, as one banker, do not \ 
want to accumulate bonds until I know something about. tKe future j 
legislation that will protect their value. I said, too, thatjtheyjrcould--^ 
^6" worth |)af~fOr thar'ptirpSse. They are worth par if a Govern- 
ment "obligafibn paying 3.18 is worth par. If a Government obliga- 
tion paying that was not worth par, these bonds would not be. They 
are worth more than par if a 3 per cent bond is worth par. Of 
I'ourse when a 3 per cent bond is not worth par, this new issue of 
bonds would not sell at par. The present 3 per cent bonds, without 
the circulation privilege, are quoted just under par now, and with 
any large addition to the volume of such bonds, I am certain they 
would go further below par. No foreign Government ever floats 
B bond at anything like that basis. 

Senator Bristow. New York is the market place for these bonds, 
is it not? 
Mr. Vanderijp. Yes. 

Senator Bristow. Are many of them being put on the market 
there now? 

Mr. Vandbrlip. Not very many, because there is no one who is 
willing to buy them and there is no increase in circulation. The-_^ 
tendency now is to decrease circulation. Th e thing tha t alw ays h^ Jd 
up the bonds luu» b e en a ^nngtiint /lAmf^Tifl /for innrpggp j^ cip. 
culation. Now that demand has ceased, and certainly np one wants 
to buy them for investment The only. market for the 2. per, cent 
bond is made by the banks, and the banks not beinc clear as .to. .the. I 
I future are not disposed to buy._^ On the other hand, there is not. a \ 
I large disposition to sell at a sacrifice. The tendency is to hedge, and '. 
there is very little doing. - -- - - . . 

Senator " Hitchcock. Suppose the bill provided that all of the 
national banks having circulation should continue to have circula- 
I tion on a bond-secured basis, would there be a market? 
1 Mr. Vanderlip. The bill does provide for that. 
I Senator Hitchcock. There is no provision for retirement? 
I Mr. Vanderlip. No forced retirement; only voluntary. 

Senator Hitchcock. At the end of 20 years it is forced ? 
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Mr. Vandeblip. Yes. 

Senator Bristow. I can hardly understand your statement, then, 
that these bonds are profitable to the bankers if they retain the cir- 
culation privilege. 

Mr. Vanderlip. That is, you do not see, then, why the banks do 
not buy them? 

Senator Bristow. I do not see why tiiey want to sell them if they 
are profitable — ^more profitable than any other Government bonds 
will De. 

Mr. Vanderlip. Because they are not sure what this legislation is 
going to do. 

Senator Bristow. Suppose the circulation privilege is going to con- 
tinue for all these bonds? 

Mr. Vanderlip. They may, then, have in mind to retire from 
the national-bank system, and these bonds in the hands of any other 
holder than a national bank would not be worth par; they v^rould 
be worth less than par. 

Senator Bristow. Do you think the indication, then, is that the 
national banks expect to leave the system or fear others will ? 

Mr. Vanderlip. Undoubtedly. 

Senator Bristow. It is an indication of the unpopularity of the 

bill? y i' y 

Mr. Vanderlip. There are many indications of that. 

Senator Weeks. Would not you say " uncertainty relating to the 
bill " rather than " unpopularity " ? 

Mr. Vanderlip. I think there is both among bankers. 

Senator Bristow. Do I understand you then, Mr. Vanderlip, that, 
in your opinion, the reason the 2 per cent bonds are now sold for 
95 is that country banks or national banks are contemplating the 
sale of these bonds and offering them for sale with a view of getting 
out of the national banking system? 

Mr. Vanderlip. Or fear other banks may go out of the national 
system and there will be more of these bonds for sale than the banks 
can absorb, and in the hands of holders other than banks they are 
worth very much less than the present price. 

Senator Bristow. Of course, I suppose you will come to that, but 
I would like to follow that up now or at some other time, as to why 
these banks expect to go out of the national-banking system. 

Mr. Vanderlip. They object to forced subscription of capital; 
they object to the risk that that capital will perhaps not earn 5 per 
cent, or if it earns 5 per cent it will pay less than their other invest- 
ments. They object to joining a bank if it may be forced against its 
will to loan to another bank. The country bank objects to tha na? 
tional clearing-house measure, which I believe will be of great 
economic advantage to the country, but which I recognize will cost 
the country bank some profits in its collection business, just as I 
believe that the new reserve requirements are superior to the present 
reserve requirements, although the change will cost my bank350,- 
000,000 of deposits. 

Senator Nelson. Do you mean $50,000,000 of deposits or $50,000,- 
000 of profits ? 

Mr. Vanderlip. Oh, deposits. It takes us a long time to make 
$50,000,000 of profits. [Laughter.] 

The Chairman. You recognize the difference? 
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Mr. Vanmjrlip. It is a class of deposits, too, Senator, that is the 
least profitable of any we have. I believe we will make up for those 
in various ways, some ways, perhaps, that will not be altogether to 
the satisfaction of those who want to see the importance of New 
York reduced as a financial center. I do not believe this measure 
will so reduce New York. 

Senator Reed. What are those ways ? I am interested right now. 
[Laughter.] 

Senator Nelson. He wants it out at Kansas City. 

Senator Heed. No; I want to be frank, because when a man jests 
here, he is liable to be misunderstood. I would not make war on New 
York. I would like to know what might happen under this bill, and, 
incidentally, if I could move it to Kansas City, I would, if Senator 
Nelson did not keep it from us and take it up to St. Paul. 

Mr. Vanderlip. To-day the National City Bank keeps $70,000,000 
of demand loans. Under this new requirement I do not see that it 
would have to keep any, or at least a very much smaller amount. 
That will release, then, some considerable portion of that $70,000,000, 
which we can devote to other purposes. We can use it for commer- 
cial loans, and that will be one field where the city banks will become 
more active. I believe we will so out in the country for commercial 
business. , 

The Chairman. And it is a much more profitable business, is it 
not ? 

Mr. Vanderlip. It is a very much more profitable business. And 
I think, too, that the city banks would come in competition with the 
country banks for this commercial business. We are restrained from 
coming in competition with the country banks now, for two reasons : 
We do not want to interfere with our correspondent, our client who 
keeps his money with us, and we do not want to go into his field and 
take business away from him. Furthermore, we can not offer quite 
equal terms to the borrower, because we have to charge for the col- 
lection of all of his checks. Under the new arrangement, having no 
relations with our correspondent bank, his deposit having been with- 
drawn and placed in his own vault or the Federal reserve bank, we 
would have no compunctions, certainly, against invading his field and 
^oing after commercial business. Further than that, we can offer to 
the country commercial borrower the same terms for collecting his 
checks as his local bank could offer. So I think we will become com- 
petitors for business in a much wider circle. 

Then, this will release some part of this $70,000,000, which we can 
use for financial operations. I do not look upon this measure as a 
blow at the size and the future of New York banks, providing you 
will fix up some of these things which, as I am trying to indicate, 
will, I believe, keep it from working and fulfilling the mission you 
want it to fulfill. 

Senator Reed. If your bank to-day wanted to buy paper in the 
country, there are plenty of places it could go to buy paper that 
you need not conflict with any of his customers, are there not? 

Mr. Vanderi.ip. Buying paper is one thing and having deposit 
relations with the borrower is another. Of course we buy paper 
by the millions, right along. We buy that from the commercial- 
paper brokers and nave no relations with the maker of the paper. 
With our customer, we loan in return for faiis keeping a balance. 
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Senator Bmbd. You mean, then, that the result of the bill may be 
you will have more money to loan on commercial paper t 

Mr. Vanderlip. Yes. 

Senator Rebd. That, after having known a merchant, we will say, 
in Pittsburgh, who desires, at times, large accommodations, he would 
deposit perhaps in your bank a portion of your own funds. Instead 
of putting them in his bank and having his bank carry thenoi over 
there, he would carry them there himself? 

Mr. Vandebljp. Yes. 

Senator Kbed. And thereby would establish banking relations 
with you, and when he needed an accommodation he would come 
to you for it? 

Mr. Vanderlip. That is exactly what will happen, I believe. And 
it will be an advantage to the merchant. One of the aims of this 
bill, as I understand it, is an equalizing of the interest rates. It will 
raise the rates in the cities and lower them in the country, and we 
will get a higher average interest rate than we do now. We have 
had to take a low interest rate on the great mass of call loans. We 
will be able to devote that to commercial purposes and get a higher 
average rate than we do now, and I welcome the change. 

Senator Heed. Just in proportion as your bank will do business 
with individuals through the country, and comes thereby in com- 
petition with the local bank, the borrower will get a benefit in that 
competition ? 

Mr. Vandehmp. Yes- 

Senator Reed. And he is the most numerous class. 

Senator Weeks. Do you know what the average interest you get 
on stock-exchange loans is, and what would be the average you got 
on commercial loans for the past year, or a period of years ? 

Mr. Vanderlip. I do not believe I could give you the conunercial 
loans. 

The Chairman. I put a table of those interest charges in the 
record, running through from 1906 to date. 

Senator Weeks. You mean on different classes of loans? 

The Chairman. Yes. 

Senator Weeks. I would like to have Mr. Vanderlip give it to us. 

Mr. Vanderlip. In 1909 the average was 2.74; 1910 the average 
was 2.95. 

Senator Eeed. What is that on? 

Mr. Vanderlip. Call loans. 

Senator Nelson. Par money? 

Mr. Vanderlip. Par money. In 1911 the average rate was 2.60, 
and in 1812 the average rate was 3.70, and for 9 months of this year 
the average was 2.92. The average for the 4 years and 9 months 
has been 2.98. 

Senator Weeks. Without figuring the cost of doing business, just 
.what do you have to get to break even? 

Mr. Vanderlip. 2.66. You are speaking of bank deposits? 

Senator Weeks. Yes. 

Mr. Vanderlip. We pay 2 per cent on bank deposits. We can 
only loan 75 per cent of these deposits. We must loan at 2.66 in 
order just to break even, to say nothing whatever of expenses. 



BANKIXTG AND CUBB£KCY. 1941 

Senator Weeks. Then, eliminating the cost of doing business, you 
have made a profit during the years which figures m that of 0;82 
©f 1 per centf 

Mr. Vanderlip. That would be so if we had loaned all of our bank 
balances on call. We loaned a large part of them on call, but not all, 
aad the average rate would be higher. 

Senator Reed. How is the ordinary commercial rate in New York 
City? What does it run? 

Mr. Vanderwp. Four to five and one-half per cent, I would call an 
ordinary rate. When it reaches 6 it is considered very high. When 
it reaches 4 it is pretty low. That is about the range for the com- 
mercial borrower. 

Senator Nelson. That is the time borrower? 

Mr. Vanderlip. Yes. 

Senator Bristow. Do vou now handle a great deal of commercial 
paper from the country? 

Mr. Vanderlip. Yes. 

Senator Bristow. A gentleman in my town complained to me, 
referring to a personal incident for illustration, that last fall, while 
he had been getting money in New York (he was a wholesale mer- 
chant) at certain seasons of the year at from 3^ to 4^ per cent, they 
were now charging him 6. Do I understand you to mean that if you 
did not have these reserve deposits and were not loaning on time 
loans you would handle more of that kind of business ? ' ^ 

Mr. Vanderlip. You understand me to say that if we have a cen^ 
tral bank, at which we can rediscount commercial paper, making 
commercial paper a liquid asset, we will then have no necessity for 
devoting a large amount of our funds to call loans on stock exchange 
collateral, and can divert the funds now used for that purpose to 
commercial loans. 

Senator Bristow. Yes; I understand now, I think. That is, this 
commercial paper you can turn into cash at any time ? 

Mr. Vanderlip. Yes; under the proposed plan, if it works. 

Senator Bristow. By going to the Federal bank? 

Mr. Vanderlip. Yes. 

Senator Bristow. And that makes that valuable because it will 
carry a higher rate of interest than you have been getting on stock- 
exchange loans? 

Mr. Vanderlip. Exactly. 

Senator Bristow. Suppose the farm mortgage could be cashed in 
at those Federal reserve banks just the same at any time you wanted 
to. Would that be desirable? 

Mr. Vanderlip. It would be most imdesirable, just as it is most 
undesirable to permit those banks to rediscount loans made on stock- 
exchange collateral. The liquidating character is different. There 
is nothing liquidating about a farm loan. 

Senator Bristow. But if the Federal bank will discount the farm 
mortgage for you, just as it rediscounts a piece of paper, it would 
not make any difference to you ? 

Mr. Vanderlip. Not until the bank got involved. It might then. 

Senator Bristow. You think the Federal bank might get involved ? 

Mr. Vanderlip. I know it would. 
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Senator Nelson. There is this difference, Senator, that I want u 
call to your attention, although I am in favor of farm loans. The} 
have in New York a market tor stocks and bonds, and I faiow of m 
market equivalent to that for farm mortgages. 

Mr. Vanderijp. That is exactly the difference. 

Senator Nelson. If you had that same market for farm mortgage? 
as you have for stocks and bonds on the New York Stock Exchange. 
then I should regard farm mortgages as liquid as those others. 

Mr. Vanderlip. Neither should be acceptable for rediscount. 

Senator Nelson. In times of stringency, the only liquid loans arc 
bills drawn upon products — bills of lading drawn upon products 
tiiat are salable. 

Mr. Vanderlip. Yes; that is substantially so. 

Senator Nelson. The product pays your bill. 

Senator Bristow. The commercial paper, however, is not exactly 
that kind of security. 

Mr. Vanderlip. It should be a self -liquidating loan that is made 
to a person who will receive the money to pay it off as a result of 
the completion of the cycle of the trade he is engaged in. 

Senator Bristow. That takes in a very small part of our business, 
does it not, as a country ? 

Mr. Vanderlip. No; I think it takes in a very large part. It is 
true the borrowings of the manufacturer for an extension of his 
plant would not come within that definition. If he borrows to build 
a new building, you might just as well loan a farmer on his real 
estate mortgage. That is capital invested. If he borrows to buy 
raw material, if he borrows to pay labor, all of which is going to 
work out in the manufacturing product, so that when that product 
is sold he can repay his loan, that is the proper type of security to 
put in the rediscounts of the reserve bank. 

Senator Bristow. Suppose he borrows to buy a herd of cattle, 
which he expects to feed and turn off. 

Mr. Vanderlip. An ideal loan. 

Senator Bristow. But under this bill, under the 90-day provision, 
it is not available, because you can not make 90-day notes for that 
purpose. 

Senator Shafroth. Oh, yes you can. That is perfectly available. 

Senator Bristow. No. They make their notes for six to nine 
months, as a rule. 

Senator Shafroth. Oh, well, they can cash them after the ex- 
piration of three months. 

Senator Bristow. Oh, yes ; but it is not available at the time it is 
made. 

Senator Nelson. The same rule, Mr. Vanderlip, would apply to a 
merchant in the interior who buys a big bill of goods in New York 
from the wholesaler, and he expects to retail those goods, and he 
expects to pay for the goods out of the proceeds of his retail sales, 
would it not? 

Mr. Vanderlip. That is a typical example of a bank loan. 
Senator Nelson. That would be like the other case you put, of the 
manufacturer? 

Mr. Vanderlip. Yes. 

Senator Shafroth. Mr. Chairman, I suggest the hour of 1 o'clock 
has arrived when, according to our resolution, we are to recess. 
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Senator Nelson. I would like, Mr. Chairman, to have Mr. Van- 
erlip permitted to go through and indicate what he thinks are the 
Lefects in this bill, and what he thinks ought to be the proper form 
f the bill. 

Senator Hitchcock. You mean instead of having the questions ? 

Senator Nelson. Yes. Let him make one clear statement, and 
hen ask the questions afterwards. 

The Chairman. If that is the pleasure of the committee, when 
he committee reassembles after the recess, we will do that. The 
jommittee will now take a recess until 2.30 o'clock p. m. 

(Thereupon, at 1.05 o'clock p. m., the committee took a recess until 
>.30 o'clock p. m.) 

AFTER RECESS. 

STATEMENT OF FRANK A. VANDEEUP— Continued. 

The Chairman. You may proceed, Mr. Vanderlip. 

Mr. Vanderlip. I will adopt the method of taking the bill up 
section by section. 

I object to the number of reseiTe districts. I explained this morn* 
ing the reason for that. J believe that one would be the ideal thing. 
If that is not possible, any reduction below 12 is betiei' than 12. I 
believe it would work much more satisf acoritly with no more than 4. 
There would be a more intimate relation and better understanding 
between the managements, and with the four city centers, their geo- 
graphical extent would be sufficient to express varying conditions, 
and for many reasons they would be preferable to 12. I still think 
that 1 would be preferable to 4. 

I note that the bill says that — 

No i^Meral reserve district shaU be aboUshed or tbe location of a Federal 
reserve bank change except upon tbe application of tbree-fourtbs of tbe mem* 
ber banks of sucb district 

I think it would be an improvement to say one-half. It would be 
be very difficult to get three-fourths to agree to a change which a 
majority might clearly see would be an improvement. 

I am not going to confine myself entirely to offering objections to 
the bill, but discuss it generally. There is a very general objection, 
on the part of many bankers, to being required to subscribe to the 
stock. That is not pleasant, but I believe it is necessary in order ever 
to get a bill into operation. I think one bank wovdd he waiting for 
another, and without the required subscription to the stock it would 
be very difficult ever to get the reserve bank started. The amount of 
the stock issue subscription, seems to me correct. 

Senator Reed. What page are you dealing with ? 

Mr. Vakdbulip. Page 3. There certainly should be no bank or- 
ganized with less than $5,000,000 capital, and I believe it is desirable 
to increase that amount and no thave too small Federal reserve banks. 

Senator Nelson. If we had four we could easily increase that ? 

Mr. Vanderlip. If you had four you could have a capital of $25,- 
000,000, if all the national banks came in. 

Senator Pomerene. When you speak of the amount, you mean the 
amount of the capital stock oi the original bank, and not the amount 
winch the member bank is required to subscribe? 

13424—13 3 
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Mr. Vanderlip. I referred to the amount that each member bank :i 
required to subscribe when I said the amount seemed correct. I ha^^ 
no objection to the 20 per cent of the stock of a member bank being 
the amount it must subscribe. There is, of course, objection to thai 
on the part of the banks that feel that that is a forced use of thei: 
capital at a lower rate than they are in the habit of earning. 

Senator Hitchcock. What would you tliink about organizing ou 
or two at the present time on a voluntary basis, allowing the others 1 1 
come along naturally? 

Mr. Vanderlip. I am afraid that on a voluntary basis you woiill 
have every bank waiting to see what would happen, and you wouil 
not get anywhere. This is not a house that you can build a story a1 
a time. Tiie principles which must be involved in correct legislatia 
are so interrelated that you must recognize and embody practical!? 
all of them to have a workable system. 

Senator Hitchcock. What would you think about making it obi: 
gatory upon banks of a certain capital, say, $250,000, and optional 
with smaller ones ? 

Mr. Vanderlip. That would probably save the national banking 
system from a great depletion of national banks. I believe if the bii 
passed in its present form a great number of small banks would cer 
tainly go out of the national banking system, and possibly a greal 
many large banks would also. In some States there would un 
doubtedly be a tendency to turn national banks into State banks and 
then take time to consider whether they would join or not. 

The bill leaves it optional with State banks. It is therefore quit« 
possible for a national bank to convert to a State bank charter 
and take its time to see how this thing works. 

There is no longer left any reason why a bank should be a national 
bank insteffd~of a State bant, except a small profit that it'can make 
during the next 20 years on note circulation. That is almost a 
negligible thing. But there is no other reason that I see where thew 
is an advantage in a national charter over a State charter. 

There are many reasons why a State charter is more advantageous 
than a national charter, and i should think there were likely to hi 
many banks which would surrender their national charters and tab 
out State charters, some, perhaps, immediately, and join the Fed 
eral reserve banks and others which wait and see how the thinj 
works. 

The Chairman. Mr. Vanderlip, if the country banks were to with 
draw their reserves and not send them to New x ork, would they nol 
have their money at home to lend at a higher rate and therefon 
make a profit out of it? 

Mr. VANDERLIP. I do not quite comprehend your question. 

The Chahim AN. You stated that from your own bank $5O,OOO,00( 
would be withdrawn ? 

Mr. Vanderlip. Yes. 

The Chairman. Where they now get 2 per cent. Since they would 
have a place where they could get mopey if necessary — out oi the re- 
serve bank — would they not be able to use the money they have nov 
tied up at 2 per cent and lend it in their own neighborhood at a 
higher rate? 
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Mr. Vanderlif. With the reduction in the reserve requirement the 
:;ountry banks could extend their loans a good deal. That reduc- 
tion would lead the country banks to extend their loans. 

The Chairman. Then it would be beneficial for them, would it not? 

Mr. Vanderlif. I think in a reduction in the reserve requirement 
iown to a point that is safe for the bank to run on so tha^t it may 
extend its loans would be beneficial for them. 

The Chairman. And if the country banks had a place from which 
they could get money instead of, as now, relying upon the central 
reserve cities, they would rely upon the central reserve bank and in 
that way could lend the money which they now have tied up at 2 
per cent. 

Mr. Vanderlif. Yes; the country banks would undoubtedly be 
pretty well situated and satisfied if the Senator's suggestion that 
i3aiiks of $250,000 be compelled to come in and the smaller banks 
not be compelled to come in. 

Senator Weeks. All of that $50,000,000 to which you referred 
would not be available to loan, because the coimtry bank would have 
to transfer a certain part of it to the reserve bank. 

Mr. Vanderlip. There is only 3 per cent; the difference between 
15 and 12 per cent. 

I was going to say that the country bank would probably welcome 
the organization of such a system which would be imposed only on 
the larger banks, leaving them to operate outside the system, and with 
the assurance that the larger banks, through the facilities of the sys- 
tem, would always be in a position to rediscount for them. The aver- 
age country banker would rather do this business with his old cor- 
respondents than take the chances of having to rediscount with the 
[new Government organization, which will impose a good many regu- 
lations that might be trying to the borrower. 

[. Senator Hitchcock. Would not there be another advantage in 
that — ^that a country bank in a western State, doing business through 
a correspondent, would rediscount paper with the correspondent, 
I and that correspondent, if necessary could rediscount that paper 
with the reserve bank. The reserve bank would naturally discount 
a good deal of paper for the larger western banks that would in turn 
discount for the smaller banks ? 

Mr. Vanderlip. Undoubtedly. 

The Chairman. The country banks would get the benefit of the 
system without bearing any of its burdens? 
J Senator Eeed. Not all of the benefita 

The Chairman. They could get the accommodation they wanted 
from the reserve city banks. 

Senator Beed. They still would be required to keep in their own 
f, vaults their full reserve when this system was workinff. They could 
not put it into the central bank or the regional bank and have it 
earnmg anything. 

, The Chairman. The suggestion of Senator Hitchcock, as I un- 
^ derstand it. would involve the keeping of the reserves as they are at 
I present if those banks did not come in? 
I Senator Hitchcock, Yes. 

Senator Reed. Of course they lose some advantage. But they 
would have this advantage : They would get relief through the relief 
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mi»W'h conid be riven to the larger banks, the larger banks in t . ! 
a^^yyjimfnodating them. 

^^t^tor Hitchcock. I do not see why they should not be permit* 
U^ x^r0ip their reserves with the regional reserve banks as well as ^ 
M mtfitiiffT bank. 

.^frfiiator Bbistow. A number of country bankers who have \ 
P^^tpA Jifjfore us say that 5 per cent reserve is not enough for th^*; 
Up k^nq} in their vaults; that they require more than that. Mo>t I 
Uf^ft Hay they carry from 8 to 10 per cent. 

Mr Vawdbrlip, Under the new conditions they probably w<.' i 
fin/J that they would not need as much in their vault as they n-^i 
it^fnv; itiHt JH, if they were close to a reserve bank or a branch ofi 
r^^fi^rYf' bank where they could quickly get additional currency. TI; • 
wif(Ut \nt banks where 5 per cent would not be enough. On the oth 
hnw\ I think there are many banks where 6 per cent is more th; 
ft4'/'4*'<''Hry^ anrl when I come to the section about reserves I sho' 
*tr/;rf((ly n*/fOfnmend that the banks be not compelled to keep 5 ] 
/'^it ill ihf, vaults, but to keep as small an amount as they choose, a- 
thni ihcy ouffht to have an option as to where they keep it. 

Ht'ftHtor Wkkkh. If that option were given to banks in a center L 
Sf.w York, they would keep substantially all the reserve in a restr 

l/ank? 

Mr, Vandkrmp. Substantially all of it; only keep till money. T\ 
would prefer to carry a bank credit than the actual cash. 

H^miitor HifAFi((/rii. You could borrow part of it back, also? 

Mr. Vandkhlip. Yes; that is, the member banks could borrow 
back and nne it in other transactions. Two-thirds of the deposit* 
reserves the ri*w*rye banks could use in the ordinary transaction> 
their biisineHH. 

The CiiAiiiMAN. His suggestion was as to the country banks, wlii- 
are required to carry 5 per cent with the reserve bank, 5 per cent i 
their own vaultH, and 2 per cent optional ; that they have practically' 
per cent optional, so tnat they could use that without its beine i 
violation of the rules, and H per cent could be loaned. 

Mr. Vandeklip. Now, Mr. Chairman, passing on to the election ■ i 
the directors of Federal reserve banks, it is provided that all t: 
banks shall be divided into three groups of equal number, and ;. 
nearly as may be of similar capitalization in each group. Takii.. 
the country as a whole that would result in groups of 2,464. T! 
first group would represent $67,000,000 of capital ; the second grouj 
$142,000,000 in capital ; and the third group, $836,000,000 in capita 
You therefore propose to give the same voting power to represeni.. 
tives of $67,000,000 in capital that you give to representatives < 
$836,000,000 in capital. I question whether that is fair or not. I 
any event I see no permanent purpose in this division into groups. 

In the first election each group is to elect one director, as I under 
stand it, and thereafter only one director is elected at a time, becaii- 
the terms eventually become three-year terms and all the groups wil 
be voting for one candidate. As I read the bill this division wil 
only apply to the first directors elected. 

The power of the Federal reserve board to remove, at its discre 
tion, the directors of class B is objectionable. It is declared that the 
may remove if it appears at any time that any such director doe- 
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>t f airljr represent the commercial, agricultural, or industrial inter- 
ts of his district. I do not see exactly how a Federal reserve board 
to be a good judge of whether the director fairly represen,ts those 
terests or not. In any event, it 19 obvious that the control which 
le Federal reserve board will have over the local Federal . reserve 
inks might be subject to bad use, as long as it can remove the three 
Lrectors that it appoints, and can also remove three other directors 
lat have been elected. It is true that the removal of those directors 
ould be followed by the election of other directors by the stock- 
3lders, but it seems to me an unnecessary power, and I know that 
inkers generally regard it as one of the distinctly unsatisfactory 
matures of the bill. 

Senator Shafroth. Would not the fact that the three directors 
ad to be reelected by the stockholders act as a deterrent on the part 
f the Government or the administration in removing them unless 
lere was good cause ? 

Mr. VandekLip. I can imagine a Federal board tellinff those three 

aen to shape their views to coincide with the views 01 the Federal 

eserve board or they would be removed, and rather than be removed 

hey would shape their views that way. I think this might allow 

malign influence. 

Senator Shafroth. That would not be a removal on the ground 
hat they did not represent the commercial, agricultural, and in- 
lustrial interests of the districts they represented. 

Senator Nelson. It is discretionary; it would be simply their 
udgment that they did not represent them. 

Mr. Vanderwp. And there is no appeal from that. 

Senator Nelson. There is no trial of that issue. They could 
jimply assign that as a reason, as a ground, without any foundation 
n fact. 

Senator Shafroth. I do not believe they would do that. 

Mr. Vanderlip. Section 7 provides for the division of earnings. 
[t tends to make the bank managers run the banks for profit, as I 
mderstand that the way the earnmgs are to be divided is that they 
ire proportionate to the deposits. 

Senator Hitchcock. Does not that tend to the mobilization of re- 
serves? 

Mr. Vanderlip. I do not comprehend that it does in the least. 

Senator Hitchcock. If you offer an inducement for the banks to 
keep substantial deposits there, that certainly intensifies mobiliza- 
tion. A bank might keep its required reserve and nothing more, but 
if it has an inducement to keep more, if there is any virtue in 
mobilization, this encourages mobilization. 

Mr. Vanderlip. I think that this reserve mi^ht better be employed 
aff a basis for commercial loans in its community. 

Senator Hitchcock. That is assuming that the reserve has been 
fixed at the ideal point, and it is assuming that it can make the loans 
in its own community. Suppose it has a surplus. Instead of lending 
that surplus and that deposit, it has an inducement to put that in 
the reserve bank. 

Mr. Vanderwp. It would no longer deposit it in other banks. 

Senator Reed. One of the arguments which has been made for this 
or some similar measure has been that there is a shortage, at times. 
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of money in one section of the country and a surplus in another, i 
a shortage in one community and a surplus in anotiier, and it lii 
been arffued that if this surplus, wherever it existed, went into 
center, tiien it would be in a position to be loaned out to the part 
the country that wanted that money. You do not think there is mi: 
in that argument, I take it? 

Mr. Vandbhlip. No ; that is not exactly the correct theory in tij 
bill, as I see it. The surplus will not be put in as a reserve, but in th 
discount market, to buy commercial paper, where the interest rati 
is high and the need is great. 

Senator Kebd. Not as a reserve, but the idea, to express it a lit:! 
more fully, as it has been urged here with persistence, has been th: 
there is al^vays enough money in the country to do the business 
the country, but that it piles up in some one city, we will say, in Xe' 
. York City, at a given period of the year and that at the same tb 
they need money in some other part of the country. It has been sa; 
. that if a proper bill were drawn it would make that money availabli 
at all times where it was needed. 

Now, assuming that the reserve bank has in it simply legal dti 
posits, that is, legal reserves, and that there was a profit to be rea: 
ized from the operations of that bank, and that there was a surplu 
of money in the banks of some section of the country, the question I 
whether they would then be deposited and the reserve bank be put h 
a position to discount paper which came in from other banks and re 
lieve the situation of that community ? 

Mr. Vanderlip. The situation would be relieved in two ways. J 
bank in a community where there is a plethora of funds would ket'; 
its reserve with a reserve bank, but would use its surplus of loanabli 
funds to buy in the discount market, paper that originated in a com 
munity where there was a deficiency of funds. The bank in the com 
munity where there was a deficiency of funds would be able to re^ 
discount at the reserve bank, and make good any depletion that thai 
demand for funds had caused in this reserve. So that a propel 
measure will operate in those two ways, the creation of a discouni 
market, and the creation of a central reserve reservoir ; and the insti 
tution that can rediscount for the banks whose reserves are depleted 
having all the reserves in this reservoir, has a basis for this powei 
so to rediscount. 

Senator Kbed. You would apply that simply to the reserves an( 
not to the surplus over the reserves? 

Mr. Vanderup. The banks in the district where there is eas; 
money will probably not keep any more than their legal reserve wit! 
the reserve Dank. They will employ that in the discount market 
If they can not loan it in their own community they will go wher 
they can get a higher rate. 

Senator Reed. That would be true to-day. Now, the question is — 

Mr. Vanderlip (interposing). It is not altogether true to-day 
Senator. 

Senator Reed. If we applv this system, is there any advantage in 
having the reserve bank always in a position to receive surplus 
moneys from one community and buy the paper of another com- 
munity where they need that money? 

Mr. Vanderlip. That is not the business of the reserve bank. The 
surplus moneys of one community should be invested in the discount 
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arket in the purchase of paper ori^nating in the other communi- 
es. The business of the reserve banks is to hold the reserves and to 
idiscount for reserve purposes the paper of member banks, but not 
» invest here and there, according to wWher money is easy or not. 

Senator Rked. Then we come to the proposition that you do not 
link there is very much in the argument that the central bank, the 
*serve bank, would become the market place in which the surplus of 
ne community would be transferred to theH>ther plac^? 

Mr. Vanderlip. I think it would be very bad banking, and if it 
id become the market place, the market place would be flie discount 
larket, and that you can not create without a central bank. In order 
> have a discount market you have got to make liquid the commodity 
ou sell there; that is, commercial paper. You can only do that by 
aving a central bank, to which the purchaser can go to rediscount, 
L central bank is necessary for the creation of a discount market, 
,nd the discount market is the place where surplus funds will be 
nvested. 

Senator Weeks. Let me ask you if you do not think the greatest 
lifBculty in our situation in the past has been that under our law 
STew York and the central reserve cities have really been put in a 
position of creating central banks, and that those banks have beeu 
yiven the power to recoup their resources in case of a strain, so that 
Sf ew York has really been the clearing house of all their troubles ? ^ 

Mr. VanderiiIP. We have a one-armed central bank. We have 
leld the reserves and had no" power to issue notes, and the moment 
:irculation was diminished we have had to give up our. reserves. It 
has been an impossible role, to play. It £is been like creating a 
central bank without creating a note'issue privilege. 

The Chairman. It also compelled you to lend on the stock market, 
did it not, on call loans? 

Mr. Vanderlip. We are absolutely compelled to do it. There is 
no desire whatever for the banks of New York to loan upon stock- 
exchange collateral. Why should they want to loan at 3 per cent 
when tney could otherwise get 4 or 5 per cent ? They are compelled 
to do it, because they are compelled to have this secondary line of / 
reserve. They are compelled to place their funds where they can get 
them back quickly. 

When a New York bank buys a piece of commercial paper, that 
paper has got to lie in its portfolio until it matures. There is noth- 
ing the New York bank can do with it. It will not do to invest its 
funds in commercial paper. It must invest in something it can tunx 
back into money if its country correspondents demand money. So 
we have hundreds of millions of dollars invested in call loans. 

Senator Weeks. Do you believe, Mr. Vanderlip, that you express 
the views of New York bankers generally on that subject? 

Mr. Vanderlip. In just what particular? 

Senator Weeks. I mean in the particular that it is undesirable to 
loan so much money on stock-exchange collateral. 

Mr. Vanderlip. I think so. 

Senator Bristow. Mr. Vanderlip, if you did not pay interest on 
these reserve deposits, you would not have to make these loans in 
orders to keep even, would you ? 



/ 



^ 1950 BAKKING AXD CUBRBKCY. 

Mr. Vandbrlip. Well, we are doing business for profit. That ii 
the object of running a bank. 

The Chairman. You have to do that in any event in order to ha\i 
quick assets; in order to have a quick reserve you have to do that? 

Mr. Vanderltp. Yes. I do not care whether it is bank deposits ' i 
anything else; you have got to have a quick reserve. Our legal limil 
is 26 per cent. If we get a call that takes us below it, ^we are is 
an illegal position and we have got to be able to recoup ourselves 
We can not sit still and wait for a commercial note to mature. V^ 
have got to get money. In order to do that we must have some <! 
our funds in call loans. 

Under the new plan our commercial paper is available for money 
Now when we make a commercial loan it must mature. Under thti 
new plan we will have two ways of converting it into money — on»j 
to sell it in a discount market and the other to take it to the reserv-j 
bank and rediscount it. 

Senator Bristow. Having these millions upon which you are pay 
ing 2 per cent, it becomes imperative that you get some return, doe^ 
it not? 

Mr. Vanderlip. It is imperative, anyway, Senator, that we have 
invested some of our funds that we can quickly realize on. Suppo-t 
the New York banks had no bank deposits, but merely commercia 
deposits, and suppose the reserve was fixed at 25 per cent, or any 
other amount. The desire to make money will tend to make us loai 
down to the legal minimum of 25 per cent. If we have any suddei 
call from any customers and get below our limit, it is necessary t*' 
recoup ourselves. In order to do that we have to have some invest- 
ment we can dispose of. We can not dispose of commercial paper. 

All we ban do is to sit and wait for the commercial paper to ma- 
ture. So we must either carry an investment or make a loan on cal 
that we can get back. You get commercial paper* which has the 
quality of being turned into cash and you do away with this neces- 
sity, and there is no motive but necessity for investing in call loans. 

Senator Reed. You could carry a sum much larger than your lega! 
reserve and use that, but that would cut into your profits very 
materially? 

Mr. Vanderlip. Yes, sir. If you are running a bank for profit, 
you would run with as low a reserve as permissible. 

Senator Nelson. The other alternative would be that these $180.- 
000,000 that you have in call loans — the other alternative would be 
to keep that money in your vaults? 

Mr. Vani>erlip. Exactly; and the figure is much larger than 
$180,000,000. That figure is what out-of-town banks are loaning in 
the call-loan market at the moment. 

Senator Nelson. If you could not have a secondary reserve, yon 
would have to have an immense primary reserve ? 

Mr. Vandbrlip. You have got to have it in one or the other. 

Senator Hitchcock. I think you testified that the average rate 
was 2.96. 

Mr. Vandbrlip. The average for the last five years. 

Senator Hitchcock. And your own deposits cost you 2.66? 

Mr. Vandbrlip. Yes, sir. 

Senator Hitchcock. So that your net earnings are one-third of 1 
per cent? 
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Mr. Vandbhlip. That woiild be the case if We invested all our bank 
deposits in call loans. 

Senator Hitchcock. Just take it for illustra'tion; there is a mar- 
gin of one-third of 1 per cent ? 
Mr. VANDimtiP. Yes. 

Senator Hitchcock. Suppose you stop paying interest aftd simply 
invested these country bank deposits in perfectly good bondfe which 
fluctuate very slightly. Why would not the cotii^try be better off, 
and you be better off? 

Mr. Vandurlip. Bonds fluctuate very slightly, unless they are 
forced upon the market at a time when there are no buyer??. Suppose 
we are in the position of having invested the reserves of the country 
in bonds, and the country wanted those reserves from all New York 
banks that had done that. Our positicM would be very ppeca:rious. 
We would have to sell the bonds in order to get nloney, and there 
would be no buyers. We would^ have to take losses. 

Senator Hitchcock. Suppose you invested only one-half of your 
reserves in 4 per cent bonds; you would be better off, as far as interest 
was concerned ; you would have a larger amount of cash. 

Mr. Vanderlip. We do invest some part of the bank surplus in 
bonds. The National City Bank carries about $30,000,000. I regard 
that as a proper investment for a portion of a bank's capital. I do 
not regard it as a proper investment for any considerable amount of 
a bank's deposits. 

Senator Hitchcock. What would be the effect if ihe law prohibited 
you from paying interest on reserves ? 

Mr. Vanderlip. It would be rather a happy effect for the New 
York banks, I should think. If the reserve law were the same as it 
is at present, we would hold less of the money of the country banks. 
Senator Hitchcock. More would be kept at home, would it not? 
Mr. Vanderlip. Not very much more. They keep at home all they 
n^ed. It is as I have said. In the event of the establishment of this 
central reserve bank, a New York bank would keep about all of its 
cash with the central reserve bank. A bank would rather have a 
sound-bank credit than to be burdened with cash, if it does not need 
the cash. I do not believe that a country bank would keep any more 
cash than it needs. 

Senator Hitchcock. Is there not an inconsistency in arguing 
against a reserve bank dividing its earnings, as a party at interest, on 
country bank balances, and yet advocating the paying of interest 
on country bank balances by New York banks ? 

Mr. Vanderlip. The function of the two is entirely different. The 
New York banks are rim for profit; that is why they are there. If 
conditions are such that they can not make profits, they will not l^e 
there. The Federal reserve banks ought to be run for the conserva- 
tion of the resources of the country. 

Senator Hitchcock. Because the New York banks are run for the 
purpose of making money it has been deemed disadvantageous to 
have the large balances pile up there under the form of investment, 
but because the reserve banks are run for the benefit of the country 
it seems to be desirable to pile up reserves there and mobilize the bal- 
ances of the other banks. So it seems to me your arguments ought 
to be reversed, and you ought to be in favor of not allowing the New 
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York banks to pay interest, and you ought to be in favor of having 
the reserve banks pay interest. 

Mr. Vandekmp. I would prefer to have the surplus funds invested 
in the discount market, so that the money will jfind its way into some 
other channel, in fact, where the demand is greater and the interest 
rate higher. 

Senator Beed. How would you reach this stock-exchange call loan 
proposition ? Would you do it by prohibiting the loaning of money 
upon stocks as collateral? 

Mr. Vanderlip. I think nothing could be more foolish. 

Senator Reed. How would you do it? 

Mr. Vanderlip. I would do it by providing a place to rediscount 
commercial paper, so that banks can have their commercial paper 
liquidable, and they will then need no prohibition. They will loan 
where they will get the highest rate. As long as conmiercial paper 
will pay a higher rate than a stock-exchange loan they will loan 
through buying conunerical paper. 

Senator Keed. Suppose the stock-exchange rate went up, would 
they not be in danger of going there and investing their money unless 
they were prohibited from doing it? 

Mr. Vanderlip. Is there anything criminal in a man's owning 
security and borrowing on it? 

Senator Reed. Not Sie least; but we are speaking of the objection 
which you described as dangerous this mornmg, namely, the loaning 
of money on call upon stock-exchange securities, which you said 
was an element of danger. We want to avoid that. I am asking 
you to tell us, as a practical man, how that can be avoided. We have 
already spoken now of the plan for providing a place where banks 
can cash their commercial paper, which removes a part of the tempta- 
tion that now is before the oank; indeed, we might say the neces- 
sitv which is now before the bank. 

1 want to know how we can absolutely prohibit that kind of busi- 
ness. Is there any way you can do it? A moment ago you charac- 
terized my suggestion as a very foolish one. 

Mr. Vanderlip. Oh, no: I did not know you made that suggestion. 
1 oharaolerized as foolish a suggestion that would prohibit any loan- 
ing upon corporate securities. It would not only be foolish; I think 
it would lie disaistrous, 

Sonalor Rkkd. I did not make that suggestion. I asked you a 

«|Uo>(ion. 

Mr. Vanukrup. Yes. 

JHMuUor Keed. Then you leave the banks free 

Mr* Vanderlip (interposing). I leave the banks free. Now, Lhey 
jMv under necessity to do this, but under the new condition they 
will not be under a necessity. And they never will do it unless the 
stm*k-exchange loan pays more than the commercial loan. 

Senator Nelson. And, as a rule, they do not? 

Mr. Vanokrlip. As a universal rule they do not now. 

Son lit or Reed. But you see no objection, if a man wanted to bor- 
row money of n bank and came down and wanted to give his note for 
J *\'^\ or 30 days pi-esenting as collateral the stock of the Steel 

/ "I'i^" '\\ or a railroad company 

> . HiiiM.u* (interposing). I see no objection to that form of 
•HM|( objection to it becoming the predominant thing 
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and the only basis for the secondary reserves which is our present 
situation, but I see no objection to that type of loan. 

Senator Reed. In other words, if a bank had some of that, but 
had some place to go and cash its commercial paper when it needed 
money no danger would exist beyond the short time call loans ? 

Mr. VANDE^tup. That is the exact statement of it 

Senator Bristow. Now, Mr. Vanderlip, in answering Senator 
Hitchcock when he suggested that if you had this money that you 
have in call loans invested in good 4 per cent bonds, it would be more 
profitable than carrying, as you do now — ^when you get only about 
one-third of 1 per cent—your objection was that you could not real- 
ize cash on the bonds? 

Mr. Vanderup. Yes, sir. . 

Senator Bristow. Now, if you could take those bonds to the Fed- 
eral reserve bank and get cash would it not answer the same purpose? 

Mr. Vanderlip. I would consider that absolutely wrong m 
principle. 

Senator Bristow. Now, why? 

Mr. Vanderlip. For this reason: It is simply a shifting of the 
loan, and there is no way of immediately liquidating that loan. The 
onlv way holders of such a loan can get their money is by shifting 
it from one place to another. The thing that should be the basis of 
all loans at the central bank should be their inherent self -liquidating 
quality. 

Senator Bristow. You expect the central bank to collect this loan 
and you be relieved entirely — the Federal bank collects this paper 
which you rediscount there, does it not ? 

Mr. Vanderlip. Practically, yes. 

Senator Bristow. And you have nothing more to do with it? 

Mr. Vanderlip. No; we have rediscounted it. It is in their port- 
folio, and when it becomes due it will be paid at whatever point has 
been provided in the note, supposing there was no intervention on the 
part of the discounting bank. It might be that the bank discounting 
the note would want to have the note in its possession and ^et it 
paid and would substitute some other note of a longer maturity a 
few days before its own maturity. 

Senator Bristow. How is that? The bank that discounted it 
would take another note, and they would take that other note up. 

Mr. Vanderlip. It would be quite likely, if it wanted to take up 
its loan at the central bank. It would then substitute a new note for 
a maturing note, and it is to be presumed it would do that a day or 
two before the maturity, so as to have the note in its own hands when 
it matured. 

Senator Bristow. And then, if it wanted to extend that note, or 
collect it 

Mr. Vanderlip (interposing). It would be free to do what it chose. 

Senator Bristow. That would be very convenient for the bank 
that was in the same city where the Federal bank was, but it would 
be very inconvenient for a bank that was 1,000 miles away from 
that city. * 

Mr. Vanderlip. There never ought to be that distance intervening. 
There should be many branches. I have no objection to multiplying 
branches as much as you choose, within reason. I think no banks 
should be more than overnight from a branch, and in the practical 
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working out, it should probably never be but a few hours away from 
a branch. It would be with the branch that this paper would be 
lodged. 

Senator Bristow. Now, in the country a vast amount of this bank- 
able paper is not expected to be paid, and is not paid ; it is renewed 
from month to month. I think that is not true ill the cities so much. 
But would not this system put that country bank that does not have 
this three-months' paper under a very great disadvantage as com- 
pared to the city branch ? 

Mr. Vanderlip. Yes, sir ; it would put that country bank at some 
disadvantage as compared with a State bank doing business in that 
city, because the State bank would say to the customer, " We will 
make a nine-months' loan to you." The national bank would say. 
"We will make a three-months' loan, and we will reAew it." The 
customer would say, " Maybe they will renew it and maybe they 
won't. Perhaps it would be better to make this for nine months, and 
I will go to the State bank." There is going to be that disadvantage, 
and that is one of the reasons why there will be a change of small 
banks into State banks. 

Senator Nelson. In that connection, would there be any harm in 
extending this paper from 90 days' to 6 months' maturity — not all of 
it, but a certain proportion of it, I mean. Would there be any 
harm in allowing the bank to take a certain proportion, say 26 per 
cent, of 6-months' paper 

Mr. Vanderlip (interposing). In principle I should rather be 
against that. I believe there is enough 90-day paper for all the 
needs. Take a bank that makes all of its loans for 6 months. 
Naturally half of that bank's portfolio is always 90-day paper, if it 
does a business that is the same the year around, a business that is 
continuous. I believe there will be ample 90-day paper. 

The Chairman. I remind the committee that the table I put in the 
record shows there is over $36,000,000 of 90-day paper available. 

Mr. Vanderlip. You must remember that the rediscounts of na- 
tional banks now are comparatively small. I believe the figures 
show $109,000,000 as the highest they have been in a long time. The 
average country bank never borrows; it is only the exceptional bank 
l^hat borrows. I think there will be no shortage of 90-day paper. 

Senator Weeks. Well, under the present system the reserve banks 
have discouraged borrowing, which has kept the natural borrow- 
ings down to a minimum. 

Mr. Vanderlip. The borrowings will naturally be much larger 
under this system. It is not considered very good practice for a 
bank to borrow except in the South, where it is the general practice. 

To go on with the detailed suggestions, on page 13 it is provided 
that there shall be — 

a sinking fund to be held for the reduction of the outstanding bonded indebt- 
c^dness of the United States, said reduction to be accomplished und6r regula- 
tions to be prescribed by the Secretary of the Treasury. 

That is leaving very broad discretion with the Secretary of the 
Treasury. It seems to me it might be better to amplify wHat the 
ideas of Congress are in regard to the reduction of the debt. I would 
rather see it made more definite as to just what the ideas of Con- 
gress are with reference to the reduction of the debt. 
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Senator Keed. You would want the law to prescribe? 
Mr. Vanderlip. Yes, sir. 

Senator Weeks. What would you say, Mr. Vanderlip, to a proposi- 
tion to try to pay the national debt in connection with this legis- 
latioA ? 

Mr. Vandeklip. I thiiik it very desirable to pay the national debt. 
The objection which some have raised to thip, that there would no 
longer be any basis for note circulation, disappears with this meas- 
ure, and it would seem a most appropriate time to consider the ulti- 
mate retirement of the national debt. 

Senator Weeks. Is not that basis of note circulation the only rea- 
son the sinking funds have not been made applicable to the payment 
of the debt, and has there been any other single reason why the debt 
has not been paid? 

Mr. Vandermp. I think there is no other single reason, and I think 
there has been a good deal of neglect on the part of the Treasury 
Department in not keeping up the sinking fund. 

Senator Nelson. It would be a good plan to devote the whole of 
this sinking fund to the retirement of our national debt? 
Mr. Vanderlip. Admirable. 

Senator Nelson. And put it in specific terms in the bill? 
Mr. Vanderlip. Yes, sir ; rather than leave it to the discretion of 
a bai^k. We already have laws providing for sinking fuilds, but 
for years they have not been very carefully observed. 

Senator Beed. Would you use anv means of retiring the debt ex- 
cept the employment of a sinking fund? 

Mr. Vanderlip. I think it is always an admirable thing for a coun- 
try with a surplus revenue to devote that to the retirement of its 
debt, rather than incur unnecessary expenditures. 

Senator Nelson. There o^ght to be a provision in the bill that 
wheji the surplus exceedg a certain amount it shall be devoted to 
the payment of the debt. 

Mr. Vanderlip. That would be a wise provision. 
Senator Nelson. Would not $100,000,000 be ample? I mean, when- 
ever it exceeded $100,000,000 

Mr. Vanderlip (interposing) . $100,000,000 is less than the Treas- 
ury has usually had as a free asset. 

Senator Nelson. What would you put the figure at? 
Mr. Vanderlip. Making a very offhand guess, without any study 
of the subject, I think $125,000,000 would be an ample Treasury free 
asset. 

Senator Nelson. Or, put it a little higher and say $150,000,000. 
Whenever the surplus exceeded $150,000,000 the overplus should be 
devoted to the retirement of the national debt from time to time. 
Would not that be a good plan to put into the* bill? 
Mr. Vanderlip. I think it would. 

Section 10 of the bill provides for State banks being converted 
into national banks, or for State banks becoming members of the 
Federal reserve bank without being converted. Tney are permitted 

to do this upon a regulation provided for 

Senator Reed (interposing). You refer to the last three lines on 
page 16, " under such rules and regulations as it may prescribe "? 
Senator Nelson. It is lines 21 and 22 on page 15. 
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Mr. Vanderlip. I am now looking on page 16 at line 16. It reads: 

Such by-laws shall require applying bnnl^s uot organized under Federal lav 
to comply with the reserve requirements and submit to the inspection and 
regulation provided for in this and other laws relating to national banks. 



That word " regulation " needs more definition, it seems to me. Itj 
is going to become very important under what terms you will admit I 
State banks to membership in the central reserve banks. If they are 
to have all the regulations that apply to a national bank, they migh: 
as well be converted into national banks and there is no need of 
permitting them to become members. 

Senator Nelson. Let me interrupt you by stating that one of the 
bankers here — I do not recall his name — ^made an objection to that 
word " regulation." He held the effect of it was to compel them tp 
do just what the national banks did in every respect, and on that 
account he objected to the word. 

Mr. Vandermp. That would be my own opinion. If they are to be 
regulated so that in every respect they must do just as a national 
bank, then they might as well be a national bank and there is no 
point in permitting a State bank to become a member. I think that 
ought not to be left to the Federal board to determine either. I 
think the law ought to be pretty specific, so we will know what a 
State bank can do and under what terms it may become a member. 

Senator Eeed. Then, too, if there were a regulation made by the 
Secretary of the Treasury, I presume there is nothing in this bill— 
I see nothing — ^to keep the next Secretary of the Treasury from 
changing the regulation. 

Mr. Vanderlip. Nothing. 

Senator Eeed. There would be rather an uncertain tenure? 

Mr.' Vanderlip. Yes. 

Senator Nelson. How would it do to substitute the words " submit 
to the inspection and supervision"; substitute the word "supervi- 
sion " for the word " regulation " ? 

Mr. Vanderlip. As I remember it, Mr. Glass in his exposition of 
the bill said that the reserve requirement, the capital requirement, 
and the examination requirement were all that this meant. If that 
is so, it ought to say so. It does not say so in the bill. 

Senator Hitchcock. Then, a State bank, like a foreign exchange 
bank in New York City having branches, could become a member 
under this system ? 

Mr. Vanderlip. Yes, sir. 

Senator Hitchcock, That would be a considerable advantage over 
a national bank? 

Mr. Vanderlip.' Very much. And the thing you are in danger of 
doing here, is passing a bill that will make all national banks turn 
State banks, and, instead of consolidating the banking business under 
the national charter, you are going to disperse it. If there were 
some way of attracting State oanks into this scheme rather than 
putting a premium on national banks going out of it, the ultimate 
success would be very much more probable. 

Senator Weeks. If you were managing a State bank and this bill 
were put up to you as the law, you probably would hesitate about 
going in until you had seen how it was working? 

Mr. Vanderlip. Being in the fortunate position of having an 
option whether to go in or not, I would wait. I would take advan- 
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age of my position and see how it worked. I would see what this 
vord "regulation" meant. I would see what the success of the 
neasure was likely to be. 

Senator Weeks. Naturally, if other men felt in the same way, 
ive need not expect to see State banks go into the system at once ? 
Mr. Vanderlip. Not at once. 

Senator Heed. You said that the foreign exchange bank which 
las branches would have an advantage over the national bank? 
Mr. Vanderlip. Yes, sir. 
Senator Reed. If you let it come in ? 

Mr. Vanderlip. So will any State bank organized under the laws 
of New York, because thej^ have much more liberal privileges than 
aational banl^. 

Senator Keed. How are we to equalize that so that the national 
bank will not suffer by virtue of that situation ? 

Mr. Vanderlip. By seeing if you can not extend some privileges 
instead of putting all your attention on new prohibitions. That 
seems to me to be one direction that the committee's thought ought 
to take, so as to undertake to attract State banks into this system. .'- 
Senator Beed. Yes; but what I am speaking of is this: Here is 
a bank with a lot of branches. That gives it an advantage. Now, 
we bring that bank into the system and give it the advantages of this 
system. Now, we have created an institution that is empowered 
to do the very thing that all national banks are denied the right to 
do. Would you suggest extending to national banks the right to 
have branches? 

Mr. Vanderlip. I certainly would suggest it, in the cities in which 
they are located. There is no conceivable reason, to my mind, why 
that should be prohibited. As a matter of fact, the act does not at 
present prohibit it. There has been a ruling of the comptroller; 
there has never been a court decision on the subject. But it would 
be highly desirable if the national banks could have branches within 
the city where they are located. 

Senator Reed. And you would limit it to their city ? 
Mr. Vandeklep. I would. 
Senator Holms. Why limit it? 

Mr. Vanderlip. It is a question on which there are certainly two 
points of view. The strength of an institution that is practically 
under one control, is very much greater than that of an institution 
with branches all over the country. There would be this on the other 
side : There is such political prejudice — a prejudice that seems to me 
very unreasoning — against it that I have almost ceased to think it 
posisible to talk about having general branches for a bank. 

Senator Reed. But you think that if they were limited to the city 
in which the principal bank exists, that would be placing such a 
limitation upon their extent as to meet, at least in a measure, the 
objection that they might grow too large and their influence become 
too commanding? Is that the thought? 

Mr. Vanderlip. That is my thought ; and it would come as a sur- 
prise to the national bankers, because it would be the first advantage 
they had been offered since the creation of the system, I think. It 
would be a most happy thing to offer the national banks something 
in addition 
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Senator Keed (interposing). Would you limit the number thev 
could maintain? 
Mr. Vanderlip. Not at all. 

Senator Reed. You would just limit it territorially? 
Mr. Vanderlip. There is one bank in London that has 100 branches 
m the city of London. 

Senator Shafroth. Would that be satisfactory to the other banker I 
Mr. Vanderlip. You are legislating for the national banks, and it 
would be very satisfactory to them. 

Senator Shafroth. All of them? Or would there be a rivalry 
against the one bank that had so many branches? 

Mr. Vanderlip. Then they would have to do better banking and 
compete successfully. No; I think that, on the whole, national banks 
would be glad to have that privilege. 

Senator Bristow. It would reduce the number materially, would 
it not? 
Mr. Vanderlip. Yes. 

Senator Reed. Is there not a control which the Federal Govern- 
ment exercises over these banks which meets some of the objections 
which ordinarily pertain to combinations, namely, that the Federal 
Government can limit the amount of capital of a bank if it wants to. 
and it otherwise has a very complete control over it? That would 
be an offset. 
Mr. Vanderlip. Yes. 

Senator Reed. I am not committing myself to that, but I am sug- 
gesting the thought. 

Senator Nelson. Now, Mr. Vanderlip, Canada has some 18 or 19 
chartered banks, my recollection is. and they probably have over a 
thousand branch banks. 
Mr. Vanderlip. Yes. 

Senator Nelson. Scattered all over. I do not know, but they have 
^,000. I have heard the criticism made that those braach banks — 
for instance, out in the prairie Provinces in Alberta, Saskatchewan, 
and Manitoba — that they pull in the money in that country and send 
it down to the head banks at Toronto and Montreal, and drain the 
country. Then if they apply for loans to those branch banks, as a 
rule, they can not get any satisfaction, especially if moaey is a little 
tight, until they hear from the head bank at Toronto or Winnipeg. 
In other words, the system, as developed in Canada to that extreme, 
I do not think has worked as well as it might. What is your in- 
formation on that? 

Mr. Vanderlip. I fancy a true analysis of that situation would 
show that those complaints were not well founded. We have heard 
the same complaints made that in certain Southern States they de- 
posit money in New York and can not borrow any when they want 
it. I have looked up the record and find that they borrow five or 
six or seven times as much as they deposit. I presume you wiU'find 
that these small western communities borrow very much more from 
the reserve city banks than they actually deposit m the banks. 

The action of a bank with many branches is to equalize the supply 
of loanable funds, and the funds will flow where the interest rate is 
the highest. The interest rate will be highest in the smallest com- 
munity, and I expect you will find that the Canadian banks have 
worked to the benefit of those few small communities rather than 
taken their funds and loaned thetn to the centers. 
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Senator Htfchoock. How do you interpret this paragraph now 
in relation to branch banks? Can a State bank having branches 
come in! 

Mr. Vanderlxp. I am unable to interpret it and no one can inters 
pret it until he can interpret the meaning of the word " regulation,"* 
and that must lie in the mind of the Secretary of the Treasury or th# 
Federal reserve board. 

Senator Reed. You think, I take it from your remarks in regard; 
to this section and the preceding one, that when a man comes ta 
invest his money or go into a great system that involves his moneys 
he ought to have fixed rules of law which prescribe his rights and 
specify his obligations that he should not be required to depend 
upon the individual opinion of some man, however good that man, 
may be. 

Mr. Vandermp. I wish I had the power to state my views as pre-- 
cisely as that. That is exactly what I think. 

Senator Reed. And you would apply that to the entire currency- 
system, would you not, except where you come to the point of passing 
upon the question of whether a particular piece of paper is good 
or bad? 

Mr. Vanderlip. That is making the statement a little too sweep- 
ing. In general, however, wherever it is possible to put the specinc 
thing in this bill, I would do so rather than leave it discretionary 
upon a board. 

Senator Po^cebene. What have you in mind as proper conditions 
or regulations upon which the State banks should be admitted into 
this svstem? 

Mr. Vanderlip. If you want to get the State banks into the sya- 
tern, then I would say have the capital the same as a national bank 
under similar conditions. Have the same examinations and the same 
reserve requirements. If you stop there, you must. recognize that 
there will be more advantages under the State charter than under 
the national charter. If you impose all the conditions of the national 
charter on the State bank it would not accept them and would not 
come in. You have your choice. 

Senator Reed. That leaves us with the question still unsolved ! 
Senator Nelson. No; he has put in the limitations there. Capi* 

tal — ^this provides for reserves 

Mr. Vanderlip (interposing). Capital, reserve, and examination^ 

Senator Nelson. As to capital you would include an exception?^ 

Senator Reed. You said if you made their requirements too string 

gent on them and cut them on from their present rights they yould 

not come i^ ; i^ you made it too liberal, as 1 understood, Mr. V ander* 

lip, then the national banks mi^ht go in 

Mr. Vanderlip (interposing). That is exactly what they will do. 
Senator Resbd. Now, that leaves the question unsolved. The ques- 
tion is how we can keep the national banks in, and induces the Stat^ 
Imnks also to come into thi^ system t 

Mr. Vanderlip. By liberalizing the terms of the national charter 
and the regulations under which national banks are operated so that 
th^ can compete fairly with the State bank. 
Senator Pomerenb. In what respect? 

18421—18 i 
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Mr. Vandbrlip. In respect to branches, in one particular; in re- 
spect to doing a trust business i^ another. I do not know that I 
would undertake to enumjerate the advantages that a State bank has 
<fver a national bank, but those are different in various States. 

Senator Bsistow. But not loaning on real estate? 

Mr. Vandeblip. Never. 

Senator Nelson. Nearly all the State banks can do that 

Senator Bised. You are giving some very interesting testimony 
liere, but we have come to a point now that is very greatly troubling 
xne, whether thi^ bill is not going to send all the national banks out 
of the system and into the State bank system, or else so limit the 
rights of State banks coming in that they will not want to come in. 
Now, I do not know if you are prepared to make your suggestions as 
to what advantages could be given to the national banks that are of a 
practicable and reasonable character, but I wish before you leave 
you would try to give us those suggestions. 

Mr. Vandeklep. I shall be very glad to submit those in detail. 

Senator Weeks. And at the same time the provisions which you 
think would induce State banks to come into the system. 

Mr. Vanderlip. Yes. 

Senator Mollis. Do vou not think, Mr. Vanderlip, that the mere 
^ame of national bank is of some value to them ? 

Mr. Vanderlip. It ijs of some value in a small community. It is 
of no value in New York City, for instance, or any of the great 
>oities. 

To take up section 11. relative to the Federal reserve board : Here 
is the point, I suppose, tnat most bankers raise as the principal objec- 
ticm to the bill. It is a pretty general feeling that the bankers con- 
tribute capital for these reserve oanks, should have representation on 
the Federal reserve board. I, myself, believe it would be very 
.^od, if they had a minoritjr representation on the board. However, 
if that is impossible I particularly object to the constitution of the 
board in its present form. 

I believe it is bad to have ex oiBcio members on that board and to 
have ex officio members whose duties are already sufficient to engross 
their time fully. This will be a very important board ; it will be a 
flfian'^ size job to be a member of this board. He ought to be devoting 
all his time to it. He ought to have experience. The board should 
hav0 continuity. If you j)ut Cabinet officers on that board they 
will of necessity go out with each change of administration, and 
»iay go much more frequently than that. They are fully enerossed, 
if they are properlv looking after their other duties, and they can 
not, I believe, perform in a creditable manner the duties of this 
Federal reserve board. 

If it is going to be constituted ^itirely by Government appoint- 
ment, I would increase the salaries, I would have longer terms, 
and I would have the men appointed devote their time to this work 
lexclusively. Continuity of management is a great thing. You 
might have a change or the majority of the board on the change of 
4 Fresident. You make the thing the toy of politics in this way. 
It ought to be removed from politics as far as is the Supreme Court. 
I think it would be about as proper to appoint the Attorney General 
to the Supreme Court, because he happens to be in the CaMnet, as it 
is to put the Secretary of Agriculture on this board. 
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Senator Keed. But don't you think the experience of the Secretary 
of Apiculture ought to be of value in handling a financial propo- 
sition of this sort?^ [Laughter.] But, Mr. Vanderlip, seriously, 
under the plan you suggest would you exclude the Secretary of 
the Treasury? 

Mr. Vandbrwp. That is debatable. I should prefer to see a board 
of inspection created that was headed by the Secretary of the Treas- 
urer and that embraced the comptroller and anj other Government 
omcialfi you chose, which had the power of inspection anywhere 
down the line to see that the law was being obeyed. There are some 
reasons for putting the Secretary of the Treasury on, because he has 
the depositing of tne Grovernment moneys. There are other reasons ; 
but this makes the whole board rather subservient to the Secretary 
of the Treasury. 

The bill frequently says that things shall be done by the board 
under direction of the Secretary of the Treasm*y. This board ought 
to be superior to any Cabinet officer. It is not an appendage of the 
Treasury; it is a great organization. Members should be of the 
highest caliber; men that were paid salaries sufficient to attract and 
keep able men. Now, keep men ; there is the point. You develop a 
gooiA men here at $^10,000 a year and I will hire him at $25,000. You 
want to pay men so you can keep them here. You want continuity of 
management. 

Senator Eeed. It is true that this bill as drawn does frequently, 
as you say, say that certain things shall be under under the direction 
of the Secretary of the Treasury. But I call your attention to the 
fact that this bill requires»that every dollar that is now in the Fed- 
eral Treasury, except that held on special deposit, shall at once go 
into the banks, and every dollar hereafter gathered in by the Fed- 
eral Treasury must at once go into the banks. And, of course, the 
special deposits, most of them, can speedily be removed there by using 
the gold and silver certificates to withdraw them. Now, if the 
Secretary of the Treasury is not to have a broad discretion, do you 
wot thijik that provision ought to be changed so that the discretion 
would be vested in the Gk)vernment to put all or part of its money in ? 

Mr. Vanderup. That would be much more desirable than to give 
the Secretary of the Treasury the power that is given here, where it 
says that the manager of the Federal reserve board shall be subject 
to the supervision of the Secretary of the Treasury and that the 
manager of the Federal reserve board shall be the active executive 
officer of the Federal reserve board. 

The Chaikman. You would strike out " Secretary of the Treas- 
ury "in that line? 

Mr. Vandermp. I certainly would. 

Senator Keed. And you would modify the other section allowing 
the Secretary of the Treasury to have some discretion about putting 
the people's money into this institution ? 

Mr. V ANDERLiP. I would not expressly object to that. I think non- 
partisanship is not acc(Mnplished wh^i jou say that not more than 
twa shall be of the same political party ; it rather emphasizes that the 
other two shall be of the same political 'party. I do not believe that 
helps the measure much. 

Senator Beistow. Is not that an invitation to put partisans on the 
board ? 
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Mr. Yakdcxlip. Why, it is almost m command. 

Smator Hitchcock. Would not the board be a good place to put 
our ex-Presidents? [Laughter.] 

Senator Beed. Barring one, you would answer " Yes," would vou 
not? 

Mr. Vakdebup. I was thinking of that one. [Laughter.] 

Smator Bbistow. Some of us mi^t think he was the very man to 
put there. 

Senator Weeks. Seriously, Mr. Vanderlip, you refer to paying the 
members of this board large salaries. Now, there is a standard of 
salaries in connection with the Government serrice which must be 
maintained, and it would probably be impossible to compete with the 
National City Bank in paying salaries to a board like that. Don't 
you think the honor of being a member of that board coming to a 
man who is fit to be a member would be sufficient so that he would 
accept such a place and serve, notwithstanding the fact the salary 
was not conunensurate with the kind of service? 

Mr. Vandeklip. Undoubtedly there would be a tendency that way. 
The Government has a great advantage in that respect. 

Senator Nelson. Would you not get superior men in that way? 

Mr. Yandebup. Superior men at a smaller salary than at a larger 
one? 

Senator Nelson. Than if you jiist made it a question of salary? 

Mr. Yandeblip. I should not make it just a question of salary by 
any means; I would make it so that the salary from somewhere else 
would not counterbalance the salary and the honor together. . 

Senator Hitchcock. A Cabinet salary ? 

Mr. Yandeblip. It ought to be as high as a Cabinet salary, I should 
think. You want men for this position who are capable of earning 
large salaries. You want men who have earned large salaries, or 
who have been successful. You do not want unsuccessnil men, finan- 
ciallv speakiqg, in this business. You want men who have been suc- 
cessniL 

Senator Bbistow. Now, Mr. Yanderlip, do you think political ap- 
pointments are made with a view to whether a man has been success- 
ful or not ? 

Mr. Yandeblip. I do. I think they are frequently made with a 
view to the fact that he has not been successful. 

Senator Bbistow. That he has failed in the last campaign and 
needs a job. [Laughter.] 

Senator Reed. We can caU them political appointments if we 
please, but the Supreme Court of the United States and all the 
Federal judiciary are appointed by a political power and confirmed 
by another branch of political power. And yet. speaking of the 
question at large, we have a very superior class of men in uiose po- 
sitions, and that is because the position is regarded as one of great 
honor and not a position of profit, is it not? 

Mr. Yandeblip. Undoubtedly. 

Senator Reed. We have got to go to one source or the other for 
these guardians of this contemplated system. Either we must go to 
the banks, which may have a selfish interest, or we must go to the 
Government^ or we must go to both. 

Senator Nelson. The great business men are merchants? 

Senator Reed. Yes. 
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Mr. Vanderlip. I am not nearly so much afraid of malim political 
influence' as I am of lack of wisdom. I want to establish a con- 
tinuity of management here. I want to see men Qualified by ex- 
perience. I am not so much afraid of the political siae of this thing. 
I am very much afraid of the inexperience side of it. 

Senator Reed. And therefore willing to have always at least a 
majority of men on this board who are connected with banks and 
who are familiar with it? 

Mr. Vanderlip. Certainly, a majority; and I would say, as far as 
possible, men of long experience. Of course, some new men might 
get on. 

Senator Pomerene. I am glad to hear you say you have faith in 
your Government. 

Mr. Vanderlip. Thank you. 

Senator Eeed. Generally speaking, there has been a good deal of 
loose talk about politics, just as there has been a good deal of talk 
about banks. Sometimes it is justifiable and sometimes it is not 
justifiable. Do you think that any President of the United States 
would be likeljr to make these appointments without having a proper 
regard for the importance of the place that he is charged with the re- 
sponsibility of filfing? 

Mr. Vanderlip. When I look ahead I have a good deal of faith. 
When I look back, and see some of the appointments that have been 
made, my faith is shaken a little. I do not mean recent appoint-^ 
ments ; I mean looking back historically at men who have filled im- 
portant places. 

Senator Reed. Let us take the position of the Secretary of the 
Treasury. Some of us have differed with the policies of the Secre- 
tary of the Treasury, but as a general rule they have been a pretty- 
sincere type of men, have they not? 

Mr. Vanderlip. Yes ; as a general rule. 

Senator Beed. And, making allowances for inexperience, they have 
done pretty well as a general proposition, have they not? 

Mr. Vanderlip. Yes. 

Senator Keed. Now, do you know any other way by which these 
men could be selected except by the banks or by the country ? 

Mr. Vanderlip. No. We do not want to return to the old Spartan 
way of selecting by lot, I suppose. They should be selected one way 
or the otlier — ^by the banks or by the Government. 

Senator Reed. Are there not objections to banks selecting, which 
would be an objection to the bankers themselves? That is to say, 
if your bank had a friendly representative upon this board might it 
not be of great advantage to your bank? Pardon me for using your 
bank for illustration, but I was using it as an illustration of a class. 

Mr. Vanderlip. I think it might But I shall hope it shall have 
a friendly representative upon, this board, and that all banks will 
have a friendly representative upon the board. 

Senator Reed. I meant more than that. I meant a representative 
who might be specially interested in the bank; That woud not be 
right, of course, but are not there just as many objections on that 
side as there are on the other when you come down seriously to talk 
about it, and that is what we are trying to do this afternoon ? 

Mr. Vanderlip. I do not think there are quite as many, but .per- 
sonally I shall be satisfied with a political board if I am assured ox its 
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continuity — that the members will be devoting their entire time to it 
and that every precaution is taken to make it of the highest possible 
type. 

Senator Reed. I think I agree with you on that, that the board 
ought to devote its entire time, unless it is the Secretary of the 
ireasury. 

Senator Hitchcock. What discretionary power do you think that 
board should have to regulate the volume of currency ? 

Mr. Vanderlip. I think it should have none. I will come to that 
point later, when I come to that part of the bill. But it seems to me 
completely wroiL? that it miffht refuse a bank the privilege of taking 
out currency. Personally I think there should be no tax on that 
currencv. So far as the Government is concerned, it is merely tak- 
ing it from one pocket and putting it into the other. The people 
are the ones to determine the volume of currency. No one else can 
determine it. They will use bank notes, or they will use gold re- 
serve; it does not make any difference to them. They will have in 
their pockets a given amount, and they will determine that amount. 
A bank note that does not count in the reserve is of no value what- 
ever to the bank. It is only of value to the person who can use it 
in his pocket. I think there is no danger in giving these central 
banks the power to issue all the currency that the people will use. 
The banks can not use that currency. The people will use the cur- 
rency. The currency is of no value in the hands of the banks, as it 
does not count as reserve. 

Of course, to digress a moment, there is the trouble with your 
dual system of State banks and national banks, concerning the ques- 
tion of reserves with the State bank, and that is a trouble that vou 
want to find some way, if you possibly can, to eliminate. I think the 
best way would be to construct a system so that it would be attractive 
to all State banks to come in. There is grave danger to the whole 
syst^iin; there is grave danger to the Treasury Department and to 
the Government in permitting a large amount of these notes to find 
their way into the reserves ot State banks. 

Senator Hiix:;hcock. That is permissible in Germany now ? 

Mr. Vanderlip. Suppose such a situation exists here. We have 
many millions of these new notes held in the reserves of the State 
banks, and suppose something happens that alarms the holders of 
those notes to an extent where they think it will be wiser to convert 
them into other forms of reserve money, into gold and lawful money. 
You might get a presentation of the whole mass within a short time. 
The redemption of them would be an almost impossible thing, for 
the amount would be so large. And in proportion to the size of it 
the danger is great. I know of no way you can prevent a State 
bank holding those bank notes in its reserve except to induce the 
bank to come into the national system, where you can properly bar 
them from the reserves. 

Senator Hitchcock. I suppose it could be prevented in those 
banks, where they were subjected to the same laws which the national 
banks are subjected to. 

Mr. Vanderlip. That will apply to those who come in, but re- 
member that there are $12,000,000^000 of deposits in State banks 
now, against $8,000,000,000 in national banks. Under this bill, I 
believe State banks will increase and national banks will decrease. 
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as it stands, so that the chance of getting a very great mass o£ Irheaa 
bank notes into the reserves, for the support of. this $12,000,000,000 
of deposits, is serious. 

Senator Hitghcock. Under this bill, as it stands now, how oon^ 
siderable do you interpret the power of the reserve board to be, as 
to the contracting or expanding of currency? 

Mr. Vande&ijp. The bill is not clear as to whether this rate &i 
interest, so-called, could be changed after notes were outstandings 
I think there is a good deal of confusion about the rate of interest.. 
It is not clear whether the Federal board could charge a different. 
rate in different sections of the country or a different rate at differ* 
ent times to the same bank, or change the rates after notes were auk* 
standing. I do not believe they should have either the power to 
refuse the notes or the power to tax them. 

Senator Hitchcock. You think that whenever securities were pre* 
sented to the reserve bank and it had the necessary gold reserve i^ 
should issue them ? 

Mr. Vandbrlip. The gold reserve is the limit. 

Senator Hitchcock. Now, has not Germany, with practically that 
same law, rather gotten into difficulties ? 

Mr. Vai^derlip. Germany has saved itself from the greatest dijffi* 
culties. The Beichsbank managem^it is a monument to what ean 
be done with a scientific banking system. 

Senator Hitchcock. The Beichsbank notes are made reserve for 
the other banks in Germany ? 

Mr. VANDEatLip. That I am not familiar with. 

The Chairman. And they are also made legal tender. 

Senator Hitchcock. Yes; they are also made legal tender. 

Senator Beed. How much reserve in gold should there be held Ml 
against notes issued? 

Mr. Vanderlip. I think the reserve provided for of 33^ per ceat 
is ample. > 

Senator Beed. You think that is much safer than now ? 

Mr. Vandbrlip. Yes. 

Senator Beed. And if made a little higher the system would be a 
little safer, would it not? 

Mr. Vandermp. Undoubtedly. And if you will put a tax on dot 
ficiency of reserve instead of taxing the notes you will control tbi^ 
issue. There is the place to put the govemoir — a tax on the deficienogr 
of the reserve? 

Senator Hitchcock. That would be better ; it would be permaneiilik, 

Senator Bkbd. Make it graduated, thou^. 

Mr. Vanderlip. Yes ; make it a graduated tax. 

Senator Hitchoock. It would not be left to the option of some 
board ? 

Mr. VanderLtIp. No ; and it ought not to be. 

Senator Hitchcock. I agree with you there. 

Mr. Vandibrup. Now we come to this much-debated clause ol the 
power to compel loans. I believe that is a necessary power as \oa^ 
as you have more than one central bank. The power to permit loans 
I do not consider is a necessary power to give to the Federal board. 
If these banks choose to loan to one another, very good. As a 
matter of fact, they will not choose so to loan. The management of 
the bank will leave it to the members of that bank to deal with tht 
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members of another bank where the interest rate is high, thus hav- 
ing individual banks discount for individual banks rather than for 
the central bank to discount for the central bank in the high interest 
rate community. 

Senator Eeed. There has been a iratter, and your answer suggests 
the thought again, that has been bothering me a good deal. There 
have been a number of bankers here who have objected most strenu- 
ously to the provision that one of these reserve banks should advance 
moneys to another reserve bank, and they have said that is very 
wicked and very wrong, and yet in the same breath those gentlemen 
will advocate one central bank. Now, if all the money was put into 
one central bank, then that management would necessarily have to 
loan money to all of the member banks all over the country. And if 
there are 12 of these banks and the idea of one bank is so admirable, 
it seems to me the closer we draw the twelve banks together the 
nearer we are approaching the idea of one bank. 

Mr. Vanderlip. Certainly. The greater the decentralization here, 
by making numerous reserve centers, the more arbitrary the power 
you must give to the reserve board. If you make one reserve center 
you have to give no power to the Federal board at all, because the 
thing is accomplished. But with numerous centers arbitrary power, 
obnoxious as it is, must be given to the reserve boards in order to 
pipe those reserves together. 

Senator Reed. The more cooperation you have, the nearer you come 
to the strength that lies in one central institution ? 

Mr. Vanderlip. And that is what you really are all after. You 
may not quite know it, but I think that is what. you really all want. 

Senator Nelson. That provision there, in effect, makes one central 
bank? 

Mr. Vanderlip. Certainly; except that in practical operation it 
will never work. Now, instead of saying that this is an obnoxious 

Erovisions and ought to be taken out, I am forced to admit I do not 
elieve it is strong enough. It will never work. Why won't it 
work ? Because loans can only be made at from 1 to 3 per cent above 
the highest rate prevailing. That, in the first place, is not very clear. 
I suppose it means above the highest rate prevailing in the com- 
munity that is going to borrow. Why should a New Orleans bank 
borrow from New York at 3 per cent higher than it is loaning? It 
won't work ; they won't do it. 

Senator Hitchcock. Mavbe that means 3 per cent higher than the 
i^eserve board is charging tor currency. 

Mr. Vanderlip. Well, you have to look a long ways to read that 
meaning into it. At any rate it is not a clear law, 
■ Senator Nelson. It has to be an interest charge to accommodate 
the banker. It is to accommodate the banker who has to pay it. 

Senator Keed. What is the highest rate at which he pays the in- 
terest? 

^Senator Nelson. Not less than 1 or above 3 per cent of the highest 
rate prevailing in the districts immediately anected. 
--Mr. Vanderlip, But what does "rates prevailing" mean? Is it 
the rates charged by the central banks? 

Senator Reed. Manifestly, then, if New Orleans had a 6 per cent rate 
a/nd New York had a 4 per cent rate and New Orleans wanted money 
from New York, under that provision the rate would at least have to 
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be 7 per cent to New Orleans, which is a rate higher than anybody 
pays down there. Now, why in the name of common sense would 
anybody want to borrow money under those terms? It was just as 
Mr. Vanderlip said. 

Mr. Vanderi.ip. They won't ; the thing will not work. 

Senator Keed. All of which leads to the conclusion we ought not 
to look to this bill any further? 

Senator Weeks. Are you going to discuss the desirability of the 
same discount rate in all regional banks? 

Mr. Vanderup. I will discuss it. 

Senator Weeks. Let me ask you a definite question : Why should 
not a bank in Oklahoma, having a piece of paper that comes within 
the requirements of the law, get a rediscount of that piece of paper 
on exactly the same terms that the New York bank would do with 
the same quality of paper? 

Mr. Vanderlip. As a matter of abstract right, I think it should. 
As a matter of prevailing interest rates in those two communities a 
similar piece of paper will bear a higher rate in an Oklahoma com- 
munity than it will in New York, because of many reasons I do not 
need to go into. 

Senator Weeks. If we are going to make a national law, should 
it not be country- wide in its provisions? 

Mr. Vandekup. I do not think it should necessarily be country- 
wide as regards the same discount rate for all of these banks. 

Senator Hitchcock. Is not the present divergence of interest rate 
due to our peculiar system, which we are now proposing to abandon ? 

Mr. VANDiiRLip. Not altogether. The more settlea communities 
will have the lower rates in any banking system. 

Senator Nelson. In that connection, we must not overlook the fact 
that paper discounted from Oklahoma might bear interest at 7 per 
cent, while paper discounted up in New York might only draw 4 or 
5 per cent. 

Mr. Vanderlip. That is perfectly true. 

Senator Weeks. Is not that true to-day ? But would it not equal- 
ize those rates in years to come if the discount rate should be made 
the same? 

Mr. Vanderlip. Never entirely. 

Senator Weeks. I agree with you never entirely, because develop- 
ing sections would always carry a higher rate of interest. 

Senator Reed. Mr. Vanderlip, how are we going to adjust this 
proposition: Let us say that the prevailing rate for commercial 
paper in New York is 4 per cent; that the prevailing rate in my 
part of the country is 6 per cent. Now, the New York banker wants 
money, and he brings up 4 per cent paper and gets $100,000 on 
$100,000 worth of 4 per cent paper. The banker in Kansas City 
wants $100,000 and he brings up 6 per cent paper and just gets 
$100jOOO, yet his paper draws a greater rate of interest. 

How is that to be adjusted in this law? 

Mr. Vanderlip. Why, he gets the interest on his paper. 

Senator Reed. He collects it himself? 

Mr. Vanderlip. He collects it himself. He has discounted the 
note and has gotten that. 

Senator Reed. Then the central bank has to collect this interest for 
him if they collect the securities. On the other hand, he can take 
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money there and take up his own securities. Now, is not that the 
way it will practically be done, instead of the central bank collecting 
the securities? Will not the bank secure the money and pay the 
note and take back the collateral while it has not matured? 

Mr. Vanderlip. Very likely. The average bank will dislike to 
have a customer know that it has rediscounted his note, and they 
will be glad to get the notes back before the day of maturity, in 
order to have the customer pay it over its own counter and hand 
the note to him. 

Senator Httchcock. Would he not know it has been rediscounted? 

Mr. Vandeeljp. Yes, he will; because it will have to be indorsed; 
that is true. 

Senator Xelson. But if you place the circulation on the discount 
value of the paper, would not that be a fairer basis than to take it 
on the mere face value of the paper? 

Mr. Vaxderlip. That is what you will do, sir. It will operate 
that way. The amount of money you get is the discount value of 
the paper. 

Senator Nelson. Yes; but it is not clear in the bill, if you will 
notice. 

Mr. Vanderlip. I had presumed that would be the way it would 
work. In any event, it is a rather insignificant difference. 

Senator Nelson. I know it is a small difference, but would not 
that be the principle applied? 

Mr. Vanderlip. I think it would. 

Senator Bristow. Let me get that clearly in my mind. I do not 
know whether I comprehend that fully. Take Senator Reed's illus- 
tration : What is the value of that paper ? They are both good, one 
is as good as the other, but the Kansas City paper bears 6 j)er cent 
and the New York paper 4. It is taken to the Federal l^ink for 
discount. What is to be the discount value of the two papers? Is 
the one drawing 6 to be more than the one drawing 4? 

Mr. Vandfjilip. If those were discounted notes they are both 
worth, at the date of maturity, $1,000 each, if they are $1,000 notes. 
The man who has discounted them got leas than $1,000 — ^the one by 
4 per cent the other by 6. That is where the variation came in. 
The $1,000 note that was discounted at 6 per cent produced less than 
the $1,000 note discounted at 4 per cent. 

Senator Bristow. But they are not discounted. In fact, that 
note bears 4 per cent, one of them does, and the other bears 6. Out 
in our country where we take six months' paper, why it may run 
three months, and in New York it may be a 90-day note. 

Mr. Vanderlip. Let us suppose the New York bank has these two 
pieces of paper and goes to a central bank and borrows at 5 per cent 
Wliat it will really do will be to convert this 6 per cent note to a 5 
per cent basis and the 4 per cent note to a 5 per cent basis. The 
central bank will take those notes on a 5 per cent basis. The 4 per 
cent it would take a little under par and the 5 per cent a little over 

nar. 

Senator Nelson. That is exactly the way it will work. 

Senator Bristow. Yes; I can see that. I can see no objection to 
that system, provided that the value of the note given it by the in- 
creased rate the interest is taken into consideration. 
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Mr. Vandeklip. It certainly would be. 

Senator Bsistow. Otiierwise it would be reij -anjust to a certain 
part of the country. 

Mr. Yandeblip. It would be taken into consideration. 

Senates* HrroHoocs. That raises another question, Mr. Vanderlip. 
You said, and I entirely agree with you, you should not only include 
90-day paper, as stated in the bill, but out West and down in the 
South 6 months and perhaps 9 months paper, which is commercial 
paper to the same extent, growing out of certain transactions. But 
up in those countries where 6 and 9 months paper is given the interest 
is not deducted in advance, and how are these notes to be discounted 
under those circumstanes ? The interest is generally payable at ma- 
turity. 

Mr. Vaistdekup. Just as I sav. If it is a nine-months note at 6 per 
cent, and you are disposing of it on a 5 per cent basis, you will get 
more than the face of the note for it. 

Senator Keed. What you mean, in a word, is this, that the bank 
will do just what your bank will do. If the interest has been paid, it 
will take that out of the note. If the note is still drawing interest, it 
will take that fact into consideration and arrive at the actual value. 

Mr. Vandermp. And that value will be either above the face or 
below it, as the basis upon which it is being discounted varies from 
the rate the note bears. 

Senator Hitchoock. Then some of the notes taken in that way 
may have the interest already paid, and on the other notes the inter- 
est may be payable at maturity. 

Mr. Vanderlip. Yes. Now, on page 22, section E, it is provided 
that the Federal board may reclassifv 

Senator Hitchcock (interposing). You did not say anything 
about those reserve requirements. You are passing that over. Do 
vou think the Federal board should have the power of suspending 
the reserve requirements? 

Mr. Yandeblip. I passed that over because I am doubtful ; I have 
a feeling it should not. But I have heard some arguments lately in 
favor of it. The balance of the opinion, in my mind, is that it should 
nojb have that power, but I see some rather impressive reasons why it 
should have it. 

Senator Hitchcock. This means they have the power not only to 
suspend the reserve requirements as far as the 12 banks are concerned, 
but to suspend the reserve requirements of the national banks and 
even the reserve requirements of State banks. 

Mr. Vandermp. Yes. 

Senator Beistow. Unless I am interrupting Senator Hitchcock, 
what is the use of any such power as that, when we are supposed to 
have a svstem that can bring relief in any kind of an emergency ? 

Mr. Vanderlip. I do not believe it is necessarj^. Of course it is 
not necessary now, as bad as our present system is. But in reality 
we sometimes disobey the law now. We do invade our reserves. It 
would be wiser, perhaps, to have somebody with power to suspend 
that Deserve requirement rather than have all of the banks more or 
less break the law. But even that I am not sure of. On the whole, 
I should be opposed to that, but I can see some rensons on the c^er 
side. 
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Senator Bbistow. And are you not providing, or endeavoring to 
provide, at least, facilities here by which it is never going to be neces- 
sary for you to break the law ? 

Mr. Vand^»lip. It do not think it would be necessary. I think it 
is positively unnecessary to have this provision on that score alone. 

Senator Weeks. Do you recall the arguments which you have re- 
ferred to which were in favor of this provision, why it should be in 
the bill — ^by whom they were made? 

Mr. Vanderlip. They rather take this form, that a reserve that is 
fixed by law is simply an irreducible amount of money. It is of no 
value at all for paying the depositors, and you have no leeway what- 
ever between the minimum that you are probably going to loan out 
and the legal point that you must not go below — that the suspension 
of reserve requirements under pressure would permit you to pay out 
a certain amount of your reserve to relieve the situation around a bad 
corner. I do not think that is very much of an argument, and, per- 
haps, I have not presented it very well. 

Senator Weeks. Do you agree that under this system, if it is estab- 
lished, or the system that is contemplated, we can practically 
eliminate the amount of reserve which would be required of banks, 
permitting them to follow, practically, the policy that is followed in 
European banks? 

Mr. Vanderlip. In the end, I think you could. There ought really 
to be no legal-reserve requirement, but in this country we have grown 
so accustomed to it I thmk it is dangerous to abandon it all at once. 

Senator Weeks. That is, in the course of 5, 10, or 15 years we can 
greatly change the reserve requirements of this law ? 

Mr. Vanderlip. I think so, undoubtedly. 

Senator Hitchcx)ck. What would be the effect on the public mind 
if the reserve board should announce the suspension of the require- 
ments of the reserve banks when they come down to 33^ per cent ? 

Mr. Vanderlip. That depends upon what the condition of the pub- 
lic mind was before they announced that. I could imagine circum- 
stances under which it would produce a feeling of relief to the public 
mind. 

Senator Hitchcook. The whole world has reached the conclusion 
that central banks should have a larger reserve than 33J per cent 
All the central banks of Europe have a much larger reserve, and this 
bill has adopted a smaller one than at present need be. Now, take a 
condition where they have reached the limit. The reserve board lets 
down the bars altogether. What would be the effect on the public 
mind ? 

^ Mr. Vanderlip. It would have to be a very serious situation when 
they did that, and, generally speaking, whenever they did do it 
confidence in the whole system would be pretty well destroyed and 
would have been destroyed when they did it. 

Senator Hitchcock. It would tend to confirm the fear and really 
Aggravate it? 

Mr. Vanderlip. Yes. 

Senator Reed. What was the effect in 1907, when the Comptroller 
of the Currency notified the banks they need not keep any reserve 
against the <jrovemment deposits? 
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Ml*' YAjBn)£R£jp. It did not Tiave any effect, because the bankd 
thought they knew at what pQints they ought to keep reserves, and 
th^ Kept them there. 

Senator Reed. There never was a proclamation of the right to 
do so? 

Mr. Vanderlip. There was a proclamation of the right that they 
need not keep reserves against the Government deposits. Of course 
the comptroller has no more right than you to change the law. 

Senator Keed. No ; I understand. 

Mr. Vandermp. His proclamation was that they need not keep 
reserves against the Government deposits. 

Senator Nelson. They need not keep that money over their 
deposits ? 

Mr. Vanderlip. No. 

Senator Eeed. That did not affect the public mind at that time? 

Mr. Vanderlip. No; it was rather a technical matter that the 
public mind did not grasp. 

Senator Hitchcock. Was there any reason to keep a reserve 
against them? 

Mr. Vanderlip. There is the same reason, so far as the Govern- 
ment is concerned, but no reason so far as the bank is concerned. The 
reserve is to help pay deposits, and the fact that you have secured 
the deposits does not change the reserve. 

Senator Nelson. It does not relieve their paying? ' 

Mr. Vanderlip. No, sir. 

The Chairman. Did not the suspension of the reserve in the 
English system in 1847, 1857, and 1866 abate the panic on those three 
great occasions? 

Mr. Vanderlip. Undoubtedly. I presume that the drawing of 
some parallel between them and the present conditions was what led 
to putting this in, but I doubt the wisdom of the parallel. I would 
rather say not. 

Senator Reed. Do you think really it is a good thing to have a 
reserve you do not use, that jon do not invade? 

Mr. VANDERLIP. I think it would be a better thing to have no 
regular limits on your reserve at all, but I believe it would be danger- 
ous now. We have grown too accustomed to a regular limit to re- 
move that altogether. 

Senator Nelson. And, besides, Mr. Vanderlip, under this new 
system, without a reserve requirement you would not have capital 
enough for these banks? 

Mr. Vanderlip. No. 

Senator Nelson. That is just part of their capital that comes from 
this reserve provision? 

Senator Pomerene. The reserves ^ here are 12 and 18 per cent. 
What would you say as to the wisdom of providing that this board 
might, by unanimous vote, reduce or raise those reserves? 

Mr. Vanderlip. By no means. I would not give to that board the 
discretion to change the whole basis of the banking system. We 
would not know where we stood at all. 

Senator Pomerene. The thought is these figures are fixed and, 
to a certain extent, it is problematical as to whether they are fixed at 
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the proper point Now, that being so, if the experience of future 
years should indicate that the reserves were too h^h or too low, for 
that mjatter, then they might be raised or lowered? 

Mr. Vandehlip. I would rather 1^ the board make r^resmtations 
to Congress and have Congress handle it. 

Senator Nelsoh. I want to call your attention to an ambiguity in 
this paragraph, to suspend for a period not exceeding 30 days, and to 
renew, and so forth, any and every reserve requirement specified in 
this act. Now, there are two distinct reserve requirements : One is the 
requirement of the member banks, and then there is the other reserve 
requirement of the regional banks of 33 per cent. So that this would 
cover both classes of reserves, both the reserves for member banks 
and the reserV^es required of the regional banks, the issuing bank 
In the case of the regional bank it is 33 per cent, and in the case of 
these others, so far as the reserve is concerned, it would be 5 
per cent at the end of 86 months. So you see this would cover both. 

Mr. Vanderup. Yes. 

Senator Hitchoock. Yes; or the gold reserve — ^that the bill does 
not require but probably will — it may change that. 

Senator Nelson. Of course. It is ambiguous. It would cover 
both classes of reserve. 

Senator Weeks. You do not keep reserves on Government deposits 
now? 

Mr. Vanderlip. Yes, we do. 

Senator Weeks. Are you required to by order of the comptroller ? 

Mr. Vaj^deklip. No. 

Senator Weeks. That order has never been rescinded, that they 
need not keep reserves against Government deposits? 

Mr. Vakderlip. I thicJ^ not. 

Senator Weeks. Then, the comptroller's order was a permanent 
one, rather than a temporary one to meet that contingency? 

Mr. Vanderlip. I believe so. 

Senator Nelson. Further, in that connection I call your attention — 
commencing on line 21, it is provided that ^' it shall establish a 
graduated tax upon the amounts by which the reserve requirements 
of this act may be permitted to fall below the level hereinafter speci- 
fied." etc. What do you think about that provision? 

Mr. Vaxderlip. I believe that is a correct theory of the control of 
the situation — ^the taxing of deficient reserves, rather than the taxing 
of notes. 

Senator Nelson. And you would apply that to the 38 per cent 
required, and not to the reserves that member banks put in? 

Mr. Vanderlip. Oh, yes. The member banks I would leave alone. 

Senator Nelson. That is what I mean. 

Senator BaiSTOw.JThis puts a tax on the deficiency of the gold 
reserve in the Federal reserve banks? 

Mr. Vanderlip. Yes; the reserve carried by the Federal reserve 
banks. 

Senator Beed. What would be the use of levying a tax on that? 
If you had a system here that was paying, say, 5 per cent to member 
banks on their capital investments and the balance of it went to the 
Government, and then there was a profit, and we levy a tax on going 
below 33 per cent gold reserve, we collect it from our own pockets. 
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Mr. Yandebup. If you endanger the 5 per cent diyid^[id8, you 
would find the management of those banks veiy keen. 

Senator Bjqbd. Yes; if you endangered the 5 per cent dividends. 
When you i^each that point, and up to the time you reach that point, 
it would be taking money out of your own pockets. 

Mr. Vandeblip. Yes. 
' Senator Bjeed. Would it not be well, in that case, if it went below, 
to collect that tax out of the ojper cent — conunencing there? 

Mr. Vandeblip. Possibly. Tnat is an ingenious sug£;estion. Sec- 
tion E, on page 22, gives the board power ^to add to the number of 
cities classified as reserve and central reserve cities under existing 
law,'^ etc. I can not see what the distinction between reserve and cen- 
tral reserve cities will be imder this act. None of the banks h(4d 
reserve deposits, and I see no force in such a distinction. Then it goes 
on further and says that they have the power to designate the banks 
therein situated as country banks, at its discretion. That is, they 
could go into a central reserve city and designate a particular bauK 
as a country bank, as I read this. That is certainly a power they 
never should have. 

Senator Httchgock. If they made it optional for the nati(Hial banks 
to come into the system and a number stayed out it might be neces- 
sarv in central reserve cities? 

Mr. Vandeblip. Those that staved out would have to .surrender 
their charters. 

Senator Hitchcock. I say, if it is made optionaL 

Mr. Vanderup. Oh, yes: if it is made optional, that is true. But 
it is not made <^tional, and if you made it optional you never would 
get anywhere with the system. That is the unfortunate part of it. 

Senator 0'Gh)RMAN. What is that last statement? 

Mr. Vandeblip. If you made it optional whether or not a bank 
should come into the system you would never get the system started. 

Senator O'Ctobman. What is your judgment, as a citizen, not as a 
banker, as to whether it ought to be optional or compulsory ? 

Mr. Vandeblip. It would be vastly better to have it optional, if 
there were any hope of making it work. Looking at it as a citizen, 
and not as a banker, I see that bankers are very conservative and un- 
imaginative (leople. They would like to wait and see.^ You give 
them permission to join when they choose and they will all wait 
for the other man to start it. They will wait to see how it works. 

Senator O'Gobxax. Suppose it was compulsory, what do yon think 
would happen? 

Mr. Vaniwblip. I fear that a great number of the national banks 
would be converted into State banks. 

Senator O'Gobicah. About what percentage of the national banks 
do you think may surrender their cnarters? 

Mr. Vandeblip. That is very difficult to say until the law is in 
ccHnpleted form. I tlnnk many of the small banks would, and I can 
see very distinct advantages in the large banks surrendering their 
national charters, taking out State charters, and then joining the 
system as a State bank. 

Senator 0'(jobi«an. That is upon the assumption that thfe bill 
would be enacted as it is now? 

Mr. Vandeblip. Yes, sir. 
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Senator O^Gorman. I suppose I do not exaggerate the situation 
when I state that there is no member of this committee, no single 
member, who favors enacting this bill as it stands to-day. 

Mr. Vandermp. I have directed my remarks to the bill as it 
stands. 

Senator Weeks. What do you think of the proposition which has 
been made to the committee, to reduce the period from one year to 
three months during which the national oanks should have the 
privilege of deciding whether they are coming in or forfeit their 
charters? 

Mr. Vanderup. I should say that would be a very short time. 

You foimd the national bankers very slow to comprehend the pro- 
visions of the bill, I understand, from many of them who have 
been before you, and I think the national bankers as a rule would 
not comprehend the thing sufficiently to arrive at an intelligent 
decision. 

Senator Weeks. In your opinion what would be the effect of 
shortening the time ; would it lorce more out or force more in ? 

Mr. Vanderlip. That is hard to say ; I do not know. 

Senator Weeks. You think it would not be wise or just? 

Mr. Vanderlip. It would not be just. They ought to have time 
in which to digest this thing. 

The Chairman. They ought to have time to read it? 

Mr. Vanderlip. Yes. 

The Chairman. They have not read it yet? 

Mr. Vanderlip. So I understand. 

Senator Weeks. Your fear that the banks will come in unless it is 
made compulsory is justified by the experience under the Aldrich- 
Vreeland bill ? The currency associations were not formed until the 
Treasury Department brought pressure to bear, and as a result of 
that pressure the associations were formed ? 

Mr. Vanderlip. Yes. 

Senator Weeks. There was no proper reason why they should not 
have been formed, but there was no initiative about it? 

Mr. Vanderlip. Yes. 

Senator Nelson. What would you think of making it optional with 
the small country banks having a capital, say, of $100,000 or less- 
making it optional with them? Would that mar the plan? 

Mr. Vanderlip. If you reduce that to $50,000 or less, I do not 
know that it would seriously mar the plan. But just where would 
these banks that would not come in keep their reserves ? 

Senator Nelson. I do not know, x ou would have to have some 
plan for that. You would have to make — - 

Mr. Vanderlip (interposing). The very small banks are not essen- 
tial to the working of this plan. 

Senator Nelson. The $25,000 bank ? 

Mr. Vanderlip. Yes ; and even the $50,000 banks. 

Senator Nelson. We have about 2,000 of them, I think. 

Mr. Vanderlip. We have more than that, I believe. 

Senator Hitchcock. Suppose you provided that a small bank 
which had subscribed no capital might have the right to discount 
paper at a regional reserve bank, provided it has kept its reserve 
there and has otherwise complied with the law? 
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Mr. Vanderlip. That would be, perhaps, unfair to the banks which 
had been compelled to subscribe capital, but it would be workable. 

Senator Weeks.* In that event you would be conferring a benefit 
upon the country banks without exacting any return? 
Mr. VanderiaIP. Exactly. 

Senator Reed. Mr. Vanderlip, suppose the law required these banks 
engaged in interstate commerce to keep a certain reserve in these 
reserve banks and did not require any bank to put up any part of its 
capital stock; what do you think would be the result of that? 
Senator O'Gtorman. Where would you get the capital? 
Senator Rexd. They would have reserves there mighty quick. As 
far as capital is concerned, to-day capital is almost a mere bagatelle. 
We are talking about compelling people to come into this system. 
The Government does have one power that is tremendous, and that 
is its control over interstate commerce. Suppose you estabU^ed a 
system and simply said that anv institution that engaged in inter- 
state commerce in the banking business must put a certain amount 
of its deposits in these central banks to be established by the Govern- 
ment for the purpose of rendering secure our financial system. 

Mr. Vanderlip. Have not the courts decided that banking is not 
interstate commerce? 

Senator Eeed. I do not know. I am asking you that, as the 
thought occurred to me here. It was not matured. 

Mr. Vanderlip. I am not a lawyer, but I think that is true. 
Senator Beed. My opinion is that whenever notes go from one 
place to another, or checks, that that is interstate commerce. Sena- 
tor Nelson would know, I think. 

Senator Holms. They could compel them in the way of 

Senator Nelson (interposing). I think the courts have held that 
insurance policies are not interstate commerce. 
Senator Keed. I know they have held that. 

Senator Nelson. Insurance policies written in one State and pay- 
able in another. 

Senator Bristow. Mr. Vanderlip, do you not think that any sys- 
tem which we may have devised, which would have to resort to such 
drastic measures as that, would not last very long, and would soon 
be superseded by another? 

Mr. Vanderlip. I think it would be very indefinite. 
Senator Bristow. Do you think such a system would last very 
long? 

Mr. Vanderlip. It would be started under very poor auspices, at 

least. I should object to the provision 

Senator Keed (interposing). We are asserting here now our rights, 
at least our desire, to control the banking system of this countrv 
within certain limitations, and we are talking about saving to all 
the national banks that have been organized and had their charters 
for 20 years, that they must come into this system or they must go 
out of the national-banking system. That is tolerably radical, but 
I am not saying the other thing could be done. That is the thought 
which occurs to me here. 

Senator Nelson. There is a grave question, a very serious ques- 
tion, where a bank has a charter that has run for 10 years, say, a 
charter which they took out for 20 years, and the bank nas not 
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violated any law; there is a grave question whether you can have 
that charter forfeited simply because they will not go up to this 
new trough and drink water out of it. 

Mr. Vanderlip. I object to the power given to the Federal re- 
serve board, as stated at the bottom of page 22, to perform the 
duties, functions, or services specified or implied in this act. That 
word " implied " might be made to cover almost anything we have 
ever thougnt of. 

The Chairman. What page? 

Mr. Vanderup. Page 22, the last line on the page. I will take 
up now the Federal advisory council, as referred to on page 23. 

Senator Bbistow. What do you suppose that means, in that last 
paragraph on page 22, " to perform the duties, functions, or services, 
specified or implied, in this act"? 

Mr. Vanderup. I suppose it means that the Federal reserve board 
would be able to demonstrate that they had almost any powers they 
were of a mind to conceive. 

Senator Pomerene. That would be given a legal significance, 
meaning such powers as are legally implied for the purpose of carry- 
ing out the provisions of the act. 

Mr. Vanderlip. This is a pretty broad, blanket power, I believe. 
I do not like it. 

Taking up now the question of the Federal advisory council, if 
bankers are not to be permitted to have any representation on the 
Federal board, then I should emphasize in every way possible the 
importance of this Federal advisory council. For instance, it is 
provided here that they shall receive no compensation for their serv- 
ices. I can see no reason whatever for that. Why should they not 
receive compensation if the banks choose to give it to them? 

It is provided that they will meet four times a year or oftener if 
called together by the Federal board not if called together by them- 
selves. I think if you make a Federal board that is composed en- 
tirely of Government representatives and permit the members of this 
advisory council to sit at all the deliberations of the board, to take 
part in the discussions and debates— not to have any votes, but 
to give the Federal board the advantage of close, intimate touch in 
the discussion of all questions with the advisory council— it will be 
a very good thing. 

Senator Weeks. Should its hearings be public? 

Mr. Vanderlip. Not necessarily. They are not exactly hearings; 
they are general discussions which the Federal board may have; I 
mean, they are ofiicial meetings. I would empower this council to 
call for any sort of information. I would give them the power to call 
for any sort of information that the Federal board itself might call 
for. I would put them on a parity with the Federal board — almost 
make them a part of it — but give them no vote. Give the Federal 
board the advantage of that relationship. 

Senator Weeks. What do you think of the value of an advisory 
board— a volunteer board, practically so— which has no ultimate 
responsibility? ^ ^., , .^ ^ 

Mr. Vandbblip I think it of very little value as this section is 

Avl^n. I ^J^^""^ '^ '"'"''w-^u "^^^^ ^^ considerable value. . 

Senator Pomerene. Without any provision of that kind, do you 
^ot feel that if there is any matter that comes up which seriously 



BANKING AND CUBBENCY. 1977 

affected the banks, that they would have their representatives wait 
upon this board for the purpose of presenting their views? 

Mr. Vanderlip. It is very different having a representative wait- 
ing on the board from having a representative with full rights sit at 
the table where the meeting is going on. 

Senator Pomerene. That is true if they are to sit and take part 
in the final deliberation. They would be like Delegates in the House 
of [Representatives. 

Senator Nelson. Delegates from the Territories, without a vote. 
The Chairman. Would you give them unlimited debate? 
[Laughter.] 

Mr. Vanderlip. No; I think there should be a cloture rule. 
[Laughter.] 

I now come to a very important and somewhat technical matter. 
Section 14 provides that the Federal reserve banks may receive for 
collection all sorts of checks and drafts drawn upon solvent banks. 

The national-bank act at present says a reserve shall be kept upon 
the deposits. There is no definition there of gross deposits and net 
deposits, but the distinction which has grown up not by law, but by 
regulation, is very important. Grass deposits are the total deposits 
to the credit of the depositors in the bank. Net deposits are the de- 
posits after certain deductions, among which are all items that are 
in the process of collection. For instance, if a bank in New York 
has $10,000,000 of deposits, and a bank; in Pittsburgh deposits a 
million-dollar check drawn on a Chicago bank, the gross deposits of 
the New York bank would be $11,000,000, but in figuring the reserves 
we would deduct that $1,000,000 check until it had been collected, 
and we would figure reserve on $10,000,000, which is the amount of 
net deposits. 

Under the present practice the reserve of the Pittsburgh bank is 
increased a million dollars, although the New York bank is not keep- 
ing any reserve against that deposit, and that constitutes a reserve 
for the Pittsburgh bank until it collects the money. 

There is nothing said in this bill about gross deposits and net 
deposits. If reserves were figured on gross deposits, and these Fed- 
eral reserve banks undertook all the collection business of the coun- 
try, as they certainly will under these provisions, there would be a 
mass of deposits with them which would, in fact, only be items in 
process of collection but against which they wpuld nave to keep 
reserves. That mass of items in process of collection would be 
so great that it would use up a large part of the reserve bank's 
available funds to keep a reserve against it. I think the reserve 
banks should be permitted to deduct from their deposits items in 
process of collection, just the same as national banks now deduct in 
that way, and it would be more nearly correct and not permit the de- 
positing bank to count uncollected items in its reserve until they are 
collected, although at the present time the depositing bank does 
count in its reserve all deposits created by the uncollected items, 
although the bank receiving them on deposit keeps no reserve against 
this amount but deducts it from gross deposits. 

This point is very important, because if reserves were to be figured 
on the gross deposits of Federal reserve banks it would swamp the 
Federal reserve bank. 
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Senator Hitchcock. On the other hand, is it not permissible under 
this bill for the Federal reserve bank to charge to a member bank 
having deposits checks when they are received in the Federal reserve 
bank? 

Mr. Vanderlip. It must, without charge, credit at par checks 
drawn by member banks on it, checks drawn on member banks that 
are memoers of its region, or checks drawn by member banks of any 
other region upon the central reserve bank of that region. Those 
must all DC creaited at par. It can charge for checks drawn on mem- 
ber banks of other regions, checks drawn by member banks upon 
member banks of any other region, or checks drawn upon anjr solvent 
bank. The charge for the collection does not cure the thing. If 
these are counted as deposits they have to keep a reserve against 
them ; it will consume a large part of the reserve if they have to keep 
a reserve against these uncollected itenis. 

Senator Hitchcock. I think that while it is true that checks would 
come in constantly, in large volume, which would go to the credit of 
a member bank, yet the same member bank would be charged with 
checks that came m the same mail. That would reduce the deposits? 

Mr. Vanderlip. Certainly it will. Just as fast as collection is 
made of the deposit, the deposit is reduced. 

Senator Hitchcock. No; I think you misunderstood me. The 
checks coming into the reserve bank, drawn on a member bank, when 
cashed by the reserve bank would be charged to the account of the 
member bank. 

Mr. Vanderlip. That is true, but what about checks coming in 
drawn by members on other banks? Suppose there is deposited by 
a New York bank in the central reserve Dank in New York a check 
drawn by a San Francisco bank on another member of the San Fran- 
cisco Federal reserve bank? That is going to take some time to 
collect. 

Senator Hitchcock. That would be a different situation ? 

Mr. Vanderlip. Yes. 

Senator Hitchcock. As far as the member banks of the central 
reserve banks are concerned; 

Mr. Vanderlip (interposing). They ought to clear every day. 

Senator Hitchcock. And it ought to be counted in their deposits? 

Mr. Vanderlip. Yes. 

Senator Hitchcock. It ought to be counted in the reserve in the 
deposit also. 

Senator Weeks. It will be necessary to give prompt notice to the 
banks that certain charges have been made against its account, other- 
wise it might overdraw very frequently? 

Mr. Vanderlip. Exactly. Section 15 is translated in different 
ways bv different people. I have supposed that it meant that the 
Feaeral reserve bank could go into the market and buy paper that 
had the indorsement of a member bank somewhere in tne system. 
I have been told that is not what it means; that it can go into the 
market and buy any paper. 

Senator. Nelson. Anywhere. 

Mr. Vanderlip. Anybody's paper. 

Senator O'Gorman. That is for the purpose of regulating the dis- 
count rate? 

Mr. Vanderlip. Yes ; to flatten rates or to accumulate bills to sell 
at a time of threatened gold exports. 
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Senator O'Gorman. Can you suggest any better way of regulating 
the discount rate ? 

Mr. Vanderlip. I suggested this morning, at some length^he idea 
of converting part of the 2 per cent bonds into one-year Treasury 
notes, which should be renewed, as often as they matured, by the 
Federal reserve banks that would hold them. They would have in 
their possession 200 or 300 million dollars' worth of such notes that 
they could offer in the market whenever they wanted to control the 
rate and that could be used to great advantage in the gold situation. 

Senator O'Gorman. Just as the Government has done in the past 
in that respect. 

Mr. Vanderlip. Yes, sir. 

Senator Bristow. Why should not the Government do that direct? 
It seems to me that is a very cumbersome way to secure gold. 

Mr. Vanderlip. How woiild the Government secure gold ? 

Senator Bristow. Sell bonds direct. 

Mr. Vanderlip. The Government would have no machinery for 
that. It would not want to sell bonds. Of course it might sell 
short-time notes, but it is not the special concern of the Government 
whether gold is exported at a certain time or not. It is of concern 
to the banking situation, and not a concern of such moment that the 
Government ought to take action. These bankers, however, ought 
to have the power so that they could in some measure check the out- 
flow of gold. You can not check it to anv great extent; you can only 
dam it up a little; you can hold it up for a while, possibly until a 
crop movement brings you credits so ycu do not have to have any 
gold movement. That is only a slight, but it is a very important, 
power. 

Senator Weeks. If the reserve banks were given the power to 
invest in foreign bills and made a practice of doing it to a consid- 
erable extent, could not they regulate the flow of gold by purchasing 
or selling foreign bills? 

Mr. \^nderlip. That is provided for in here. It is extremely 
important, but of the 12 regional banks that would probably only be 
done by the one in New York. There might be two or three which 
would engage in the purchase and sale of foreign bills, but it is 
rather doubtful if banks operated by people who were not familiar 
with foreign exchange would trade in foreign bills. 

Senator Weeks. That is still another argument in favor of reduc- 
ing the number of banks? 

Mr. Vanderlip. Yes; they are almost numberless. 

Senator Shafroth. Mr. Vanderlip, I want to ask you about the 
raising of the discount rate. I have not gotten it clear in my mind 
whether this would be to the advantage of the people to do that or 
not. Of course, there is a certain amount of benelit that comes to a 
nation in getting gold into it, but if you raise the discount rate and 
make the people pay higher interest for accommodations it is a 
dilemma that has two features to it, one a bad feature and one a 
good feature. 

Mr. Vanderlip. You may be rendering a great service to the peo- 
ple by checkirig too great expansion and free loaning. 

Senator Shafroth. You mean by the increased discount rate? 

Mr. Vanderlip. By the increased discount rate. 

Senator Shafroth. But the man who wants money never goes 
there. 
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Mr. Vanderlip. Therefore he is not the correct man 

Senator Shafroth (interposing). You say the rate can not be con- 
trolled absolutely, anyway? 

Mr. Vanderlip. Oh, no ; only slightly. 

Senator Shafroth. I agree with you that whatever is absolutely 
needed in foreign countries is going to get there if they willing to 
bid for it more than we are, and £)r that reason I do not see but 
what there is almost as much loss to the people bv reason of attempt- 
ing to regulate the discount rate as there is benefit 

Senator Nelson. Mr. Vanderlip, I want to call your attention to 
line 6 on page 27. What do you understand by the term " prime 
bankers' bills," as distinguished from bills of exchange, the word? 
below ? What is a prime bankers' bill ? 

Mr. Vanderlip. A prime bankers' bill has the indorsement of a 
banker. 

Senator Nelson. You mean acceptance? 

Mr. Vanderlip. Acceptance or indorsement. 

Senator Nelson. And a bill of exchange is a bill that has not been 
accepted yet ? 

Mr. Vanderlip. Yes, sir. 

Senator Nelson. Now, would this include what I call finance bills, 
as distinguished from commercial bills? You know the difference? 

Mr. Vanderlip. A finance bill is drawn against securities, not 
drawn against commercial transactions. 

Senator Nelson. But it has an acceptor? 

Mr. Vanderlip. Oh, yes ; it has an acceptor, just as a commercial 
bill. 

Senator Nelson. Would this include a finance bill as well as a 
commercial bill ? 

Mr. Vanderlip. I should think not. 

Senator Nelson. You do not think so? 

Mr. Vanderlip. No, sir. 

Senator Nelson. It would not do to include that, would it? 

Mr. Vanderlip. I think not. 

Senator Bristow. Do you think that section 15 offers the regional 
banks an opportunity to go out and transact a general banking 
business? 

Mr. Vanderlip. I do not know, but I am very sure it ought to be 
made perfectly clear whether or not it is permitted to do so. 

Senator Bristow. What do you think; should it or should it not? 

Mr. Vanderlip. I think it should not be. Of course, it has to 
have something to make its discount rate effective. If you do not 
adopt this one-year Treasury note pjlan, I am not certain but what 
it is necessary for the bank to do this open-market business to make 
its rate effective. It must have some power to do that. It is ob- 
noxious to be creating an institution with our own capital which is 
going into a market to compete with us. 

Senator O'Gorman. You will observe by the language of section 
15 that it is not designed that that power will be used always. It is 
only to be used in the contingencies which will be governed by the 
rules and regulations of the Federal reserve board. Can you not 
confide the exercise of that power to the judgment and discretion of 
the Federal reserve board ? 

Mr. Vanderlip. We would first confide it to our own representa- 
tives and directors in the Federal reserve bank, and I should say we 
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would be willing to confide it to them rather more than to the Fed- 
eral reserve board. We create a majority, of the directors of the 
Federal reserve bank, and we ought to be able to control the compe- 
tition of the bank. 

Senator 0'Gk)RMAN. Suppose a provision substantially similar to 
the first paragraph of section 15 were in this act, you would advise 
the elimination of this reference to the reserve board establishing 
rules and regulations ? 

Mr. Vanderlip. I do not see any reason why it should establish 
rules and regulations. 

Senator O'Gorman. Except that it is in keeping with the general 
tenor of the entire bill that they will exercise a supervision and 
control over all reserve banks. 

Mr. Vanderlip. I have not especially found fault with the powers 
given to the Federal reserve board there. I have merely voiced the 
objection that is very common among bankers, to the Feaeral reserve 
bank competing with existing banks. The feeling on the part of 
many bankers is that the Federal reserve board should never buy any 
paper that did not have the indorsement of some member bank of the 
system. Then you are not in direct competition with the banks. 

To come to the note issue, I believe it is fundamentally wrong to 
have the Government issue the notes. I think they should be an 
obligation of the Federal reserve banks. While I am perfectly clear 
that it is improper and unscientific, I will admit that I believe it will 
work in this form. There is danger that this guaranty of the Gov- 
ernment will sometimes embarrass the Government. That is the 
chief practical objection to the working of this thing. It is unsound 
in theory for the Government to issue these notes, but I think the only 
really serious trouble that could ever come out of it would be that 
the Government might be embarrassed in carrying out the responsi- 
bilities here imposed upon it. 

Senator Pomerene. Under what conditions have you in mind ? 

Mr. Vanderlip. Under conditions where the Federal banks are 
down to the limit of their reserves, a large amount of notes coming 
in for redemption because of some fear or the inability of the banks 
to redeem them, and the fact that there is not gold enough to cover 
the notes, the only cover for them being a loan upon commercial 
paper. 

Senator Hitchcx)ck. Five per cent? 

Mr. Vanderlip. They have 5 per cent reserve deposited with the 
Government. That is an insufiicient reserve. 

Senator Pomerene. If these are in fact Government notes, it would 
reduce to a minimum such conditions as you have described ? 

Mr. Vanderlip. I think so. 

Senator Pomerene. Assume for the time being that this bill was 
so changed as to make them obligations of the member bank instead 
. of the Government ; it is true the provisions of this bill are sufficient 
for the protection of those notes, so as to insure their redemption ? 

Mr. Vanderlip. Probably. I presume you meant the obligation 
of the Federal reserve bank instead of a member bank. 

Senator Pomerene. The regional reserve bank. 

Mr. Vanderlip. I can imagine, with a large number of regional 
banks, instances of mismanagement — perhaps the exercise of too 
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optimistic views by the board of some bank — so that it would be in 
a position of difficulty in redeeming these notes. The community 
where these notes were circulated, even though it knew the bank that 
issued them was rather weak, would not be concerned with that hank 
at all if tixe Govenmient were guaranteeing the notes. I think the 
community ought to be concerned if the bank issuing the notes be- 
comes weak enough so as to raise some question as to its ability to 
redeem these notes promptly. I certainly can imagine a condition 
where one of these oanks would not be able to redeem these notes 
promptly. It is very probable. The risk of the guaranty is very 
small, but if it is nothing there is need for it. If there is any risk, 
the Government ought not to assume it. There is no more reason 
why the Government should be liable for notes than for deposits. 

Senator Pomerene. You have here the security of the reserves, the 
double liability, the capital of the bank, and the fact that there is a 
first lien upon the assets of the bank. That ought to make it pretty 
secure. 

Mr. Vanderlip. It ou^ht to make it quite secure enough for the 
note holder. It makes it absolutely secure, I believe. Therefore, 
why add the guaranty of the Government to it? 

Senator Pomerene. If it is absolutely secure, what risk is the Gov- 
ernment taking ? 

Mr. Vanderlip. It is not taking any risk, if it is absolutely secure. 
It is probably secure, and, therefore, a guaranty is wholly unneces- 
sary. 

Senator Weeks. Suppose we got into a serious war and it were 
necessary for the Government to issue its Treasury notes, as it did in 
the sixties, do you not think that having these notes at that time with 
practically a Government guaranty, would be an important consid- 
eration ? 

Mr. Vanderlip. Very important; yes; important to the Govern- 
ment in that it would make it difficult for them to issue notes as they 
did in the sixties with a guaranty. It would be much better for the 
Government to let the bank notes stand by themselves. 

Senator Shafroth. Would it be any worse than to have bonds 
issued to carry on a war? 

Mr. Vanderlip. Very much worse ; inexpressibly worse. 

Senator Shafroth. You mean because the rate at which they 
would buy the bonds would be above par ? 

Mr. Vanderlip. No ; I mean because an emission of fiat money en- 
tails for the country that issues it instead of selling bonds to pay the 
expenses of the war a burden of rising prices and increased expenses. 

Senator Shafroth. That depends on whether they can maintain 
the gold reserve. 

Senator Reed. Mr. Vanderlip, you say that if this currency is se- 
cure, it needs no Government bacK of it. If it is not secure, it should 
not have the Government back of it. Now, is not one of the great 
elements in floating any currency the confidence that the people nave 
ii^ the ultimate redemption of that currency? 

Q^f • Vanderlip^ Yes, sir. 
» nj nc^^^ Keed. And just in proportion as you increase that con- 
\ tiaeii ^ yo^ decrease the likelihood of the currency being attacked 
or ^^^^^^.^^ beaten down in the market. Therefore, if the Govern- 
ment 01 tne United States puts its indorsement upon all currency 
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that is issued, does it not add to that currency a great element of ^ 
stability and value? 

Mr. V ANDEBLiP. I do not believe in this case that it does add very 
much. And I do not believe that it is desirable to add any. I be- ^ 
lieve that these banks ought to be under the compulsion of so conduct- 
ing themselves that the public would have absolute confidence in this 
currency. 

Senator Beed. Do you not think that in establishing any financial 
system that the confiaence of the public is, after all, one of the very 
^eat elements? 

Mr. Vandermp. Yes, sir. 

Senator Beed. Now, do you not believe, Mr. Vanderlip, that taking^ 
the average citizen of the United States he regards anything that the, 
Government stands back of as the safest and best security on earth f 

Mr. Vanderijp. Yes. i 

Senator Beed. Well, if that is true, then why not give to this sys- 
tem that added stability, particularly when you say it can be done 
without really jeopardizing the Government? 

Mr. Vanderup. I say it can probably be done without jeopardizing 
the Government, but if it ever did jeopardize the Government it 
would be a very serious matter. \ 

Senator Beed. Why, certainly. And if we are going to enact a 
bill here that is so bad that the structure will fall so heavily as to 
bear down the Government or greatly injure the Government, then 
we are embarking upon a most hazardous undertaking. . 

Mr. Vanderlip. I do not think you are going to do that. And I j 
do not think this bill, in all human probability, if enacted, would I 
ever involve the Government; but the principle of having the Gov- I 
emment issue these notes is wrong. The guaranty of the Government I 
Ls an unnecessary and illogical thing. iSie notes will float perfectly / 
well without any guaranty. - — ' 

Now, practically, I tell you my opinion is that the thing will work. 
It is wrong, it is unscientific, it is not a correct way of approaching 
this subject, but I think it will work, and the strong probability is 
that the Nation's credit will never become involved. But I can 
readily conceive of circumstances under which it will become in- 
volved, and I think you would be doing the wrong thing to issue the 
notes in this form. 

Senator Nelson. One question there, Mr. Vanderlip. I think, as a 
matter of general principle, you are right, but don't you think that 
in time of financial stress and disturbance, where the holders of these 
bills knew that the Government was back of them, there would be a 
less disposition among them to make a run and try to obtain gold for 
their paper ? 

Mr. Vanderlip. There might be. 

Senator Nelson. Would there not be less likelihood of a rush to the 
bank or the Government vaults, saying, " I want gold for this paper," 
if the holders knew the (jovemment was back of it? 

Mr. Vanderlip. If they were to rush to the vaults tmd get ^old, 
they ought to rush to the vaults and get gold. That is the position 
this baiS: ought to keep itself in. 

Senator Nelson. No; I mean would not the people when they got 
frightened, as they were in 1907, when they got scared and ran for 
their deposits — suppose they got scared in tne same manner about 
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fhi.^ n#^w r-r.rr*^rt«"T : woaldn't they be leas likely t:<j niate a nm for 
the ?old if the frov^Timent were back of the^hilLi tihiam if it were 
jimpiy a bank* 

Mr, VA^DncLTF- They would be aomewhAt less likely ta On the 
orher hand, the banks would be much leas likely to ge^ in a position 
that WOT i id cau.-e rurh a mn if the whole respoosi&tlirr was npon 
them. 

Senator HrrrTirrxiK. 3fr. Vanderiip. the v«ry fact that men sit 
around a table *eriou.^,Iy diiicusstnor the safety of these Botes seems to 
me a rea-/>n why we -hould nr^t issue any more of them than necessan 
for the purpose of elasticity, and leave that bank currascr which we 
already have and which is beyond any question. 

Mr, VANDiaa.rF, It is beyond any question, of seciiritT, but it has 
disabilities that are very aerrou.^ and which should catLse its Tvmoval. 

Senator llnr/nrfjfin^ Its fiisabilities relate only to its ineUisticitY, 
and that can we provide for in the future. 

Senator SwAFisr/rH. And the fact they can not act as Teseires 

Senator Rexd, We can make them act as reserves in this bilL 

Senator Pomeijxne. 3Ir. Vanderlip, I do not share yoar views as 
to the rik5! to be nm by the Government issuing these notes, but I do 
want to mjike them as absolutely secure as i't is possible to make 
them — if there is any thing more secure than absolntely secure. I 
have this thoii^rht in mind: You suggested a few moments ago that 
the earnings of the regional reserve bank over and above the dividend 
should be convertefl into sinking fund for the redemption of the 
bonds. Now, why would it not be wise to set apart a portion of 
those earnings as a security or ^aranty fund against possible loss 
upon an V of these notes which mfght be issued by the banks ? 

Mr. \'^A>DEKUP. That would be rather an unnecessary tying up of 
gold, because it would be set aside in gold if it were set aside at all. 

Senator Pomerexe. That is, you think these note are so absolutely 
secure it would not be necessair to have that additional guaranty? 
Mr Vanderlip. I do not believe it would. 
Senator Xei^*^>n. AVould you have these notes redeemable in gold, 

or ffold and lawful money? i i 

Mr Vandermp. I should think they ought to be redeemable in 
ffold. And, by the way, the bill is out of harmony in that respect, in 

that the banks , . 

Senator Nki.«on (interposing). What page are you refernng to, 

t)leas(* ? 

Mr. Vanokiuji'. On page 32 it is provided that the Federal reserve 

barikH uiiihI **iruiiiitain on deposit in the Treasury of the United 
StH<<*H « ^^i^f^i '^1 ^^*'^' equal to 5 per cent of such amount of Fed- 
eral vi''-i'y^'^* DoteH," eic. On the preceding page it says, line 20, 
<t«}i«ll be exchanged fnv lawful money out of the 5 per cent re- 
(lp!ril><i"» fund lM'»'eiruif(er provided." 

I li,> ri*dein|;(io>i tuiul \h provided to be in gold, and the responsi- 
yitur on tint I mt^ury fjiv redemption out of this fund is stated to 
. lU !«wfiil m/f^rey If fhe words "lawful money" were changed 

.^.f^.u»r (rnff^M^^ nui^rpimmg). Mr. Vanderlip, the relation 

.. :,, :^^rUr<:(^ fh^f fUH'^ wouU] bo no Toom to doubt that the expres- 

I ^1 '^' ^ ''1 TH'Z . '"' ''"*^'' '^^ ^'^"'d "lean gold, because it has to 
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Mr. Vanderlip. If there is no room to doubt it, then these notes 
are redeemable in gold at the treasury. 

Senator Nelson. Should not the banks who issue this currency 
provide the necessary gold, and not cast the burden upon the Federal 
Government in any event? 

Mr. Vandeblip. They are providing it. 

Senator Nelson. No; they are not; if you leave the words " lawful 
money " in it, because the banks can redeem in lawful money, and 
that throws the burden on the Government. The regional bank re- 
deems in greenbacks, and the man who gets the greenbacks would 
walk up to the Treasury and demand the gold. 

Mr. Vanderlip. Gold is the proper money for ultimate redemption. 

Senator Nelson. And as long as you leave the words "lawful 
money " in there you ultimately cast the gold burden on the National 
Government, do you not? 

Mr. Vanderlip. You do, if " lawful money," as Senator O'Gorman 
says, means gold here. 

The Chairman. It lacks two minutes of half -past 5, the hour at 
which the conmiittee adjourns, under a previous resolution. The 
chairman would like to know what the wish of the committee is with 
regard to meeting to-morrow morning. 

Mr. Vanderlip. I am at the service of the committee. 

Senator Nelson. We should like to have you with us. 

Senator Eeed. I move, with a view to expediting the hearings, that 
we meet at 10 o'clock. 

The Chairman. The Iowa bankers were invited to be here to- 
morrow. 

Senator Nelson. The Senate meets at 12, so we had better meet at 10. 

Senator Weeks. Mr. Dawson of the Iowa bankers is here, and the 
other two representatives will be here to-morrow, but I am inclined 
to think they will subordinate their wishes to the desires of the com- 
mittee about appearing to-morrow or the next day. 

Senator Bristow. I think it is very important we have Mr. Van- 
derlip with us to-morrow. I have a lot of questions I want to ask 
him. 

The Chairman. With that understanding then, the committee 
when it adjourns, will adjourn till 10 o'clock. ^ 

But before the committee adjourns I should like to have it noted 
on the record that the statement of the Senator from New York, that 
not a single member of this committee was in favor of this bill in its 
present form, must not be understood to mean more. Some members 
of this committee think the bill should be amended ; it must not be 
construed to mean more than that. 

Senator Weeks. Haven't you a large number of amendments your- 
self? 

The Chairman. I have several amendments myself. 

Senator Weeks. That is what the Senator from New York said as 
I understood it. 

The Chairman. I thought there might be some other inference 
drawn from it. 

(Thereupon at 5.30 o'clock p. m. the committee proceeded to the 
consideration of executive business, and afterwards adjourned to 
meet to-morrow, Thursday, October 9, 1913, at 10 o'clock a. m.) 
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C'oMMrrree on Banking and CcwttNCTy 

United States Senate, 

Washington^ D, C. 

The committ.ee assembled at 10^0 o'clock a. m. 

Present: Setiators Owen (chairman), Hitchcock, O'Grorman, Keed, 
Pomerene, fthafroth, Hoi lis, Nelson, Bristow, and Weeks. 

The (/HAiRMAN. Gentlemen, the time is so short that I think that 
even although the members are not present we had better proceed. 

Senat/)r Nki>50n. Yes; Mr. Vanderlip's statements are so import- 
ant we want to be sure to get them. 

The (/HAiRMAN. We ought to have them, but we have only two 
honrs until 12 o'clock, when the Senate meets, and this afternoon 
the Iowa people will be here expecting to be heard. So if we do 
not let Mr. Vanderlip go ahead we may not get his views at all. 
There are a number of other gentlemen who have been notified to 
appear. 

Mr. Vandrrwp. Is it your wish that I should proceed? 

The Chairman. Yes. 

STATEHEITT OF FBAHK A. VAHDEBUF— Besnmed. 

Mr. Vanderlip. The provision for a national clearing house, on 
page 34, I believe can be of great economic value to the country and 
a great economy in the conduct of the business of the country. I be- 
lieve it is a feasible thing, always remembering what I said vester- 
day about figuring net deposits, for if the reserve banks undertake 
these collections and keep a reserve against the items in process of 
collection they will be swamped. 

The Chairman. It would be necessary to have the banks, then, 
keep a margin to cover their own exchanges — the special exchanges 
on them — would it not? Do you think that would be necessary in 
addition to the reserve? 

Mr. Vanderlip. I think uncollected exchange items ought not to 
count in a reserve, and no reserve ought to be carried against thenou 
You ought to be able to reduce your gross deposits by the amount 
of uncollected exchanges. That rule ought to apply right down the 
line, and uncollected exchanges ought not to constitute balances that 
could be counted as reserves. 

I think that a full comprehension of the working of this naticmal 
clearing house would clear up, in the minds of many bankers, some 
objections that they see to the bill. Bankers are inclined to feel 
that they will have to keep accounts for exchange purposes, and ob- 
je(»t to the removal of their reserve balances n*om central reserve 
rily hftnliH, because they feel that they will still have to keep balances 
tluMT f()r exchange purposes. I suspect they do not fully appreciate 
tho fuiu»tion of this national clearing house and the method by which 
thnl will pupply them with exchange without the necessity of keep- 
ing cptili'rtl roHorve city balances. 

If ft Krttipn«« City banker wantn to remit fo New York it can be 
done with ft t*hi^ok on the central rfth^'rvi*, imtih of which the Kansas 
City bnnk \^ ft n!pml)or. It does not ri^wl io Ufivt* n Iniliinre 

The(.'nAltnt\?f (interposing). Yw mt*Hh iUt' l'V'l*'r«l ri'servebant 
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with it. Now, it has always seemed to me that that was of material 
advantage to the country bank, and that he would not want to give 
up that facility entirely and wbuld necessarily keep more or less 
money in such banks as he has been doing that land of business with. 

Mr. Vanderlip. Undoubtedly the country bank will keep deposits 
with certain city banks for that and other reasons. I believe that it 
will be the disposition of the average country bank, which seldom 
borrows, to look to its old-time friend — ^the bank — ^tnat it has been 
with for a long time as a place to borrow rather than the Federal 
reserve bank — ^f or a time, at least 

I believe that there will be the advantage that you speak of, an ad- 
vantage in getting credit information, which will lead to at least one 
balance with whatever bank the country bank regards highest in the 
line of obtaining credit information. I do not believe that these 
balances of country banks will disappear altogether, but, of course, 
they will be on quite a different basis. At the present time country 
banks maintain balances for the purpose of having collections made 
and for the purpose of securing collections to be made by them. That 
is a very iniportant element in securing bank accounts. For instance, 
Philadelphia, adopting a practice of collecting free, or at least with 
very small charges, has accumulated a great amount of country 
balances, although those balances do not count as reserves, for reserve 
city banks. Still Philadelphia collects so cheaply as against the 
charge made in New York, that large balances have accumulated 
there. Under this arrangement there would be no need of a balance 
there for the purpose of collection or with the object of securing col- 
lections upon which the depositing bank could make a profit. There 
would still be some reasons for bcuances, and the one you mention of 
credit information will be an important one. 

Senator Weeks. I think you place those reasons at a lower esti- 
mate than any witness that has been before the committee, and it is 
something the committee will have to consider, because I think many 
members of the committee — ^I have myself — ^have had in mind that 
it will be necessary for the country banks to keep considerable de- 
posits in the large centers, or certainly in one large center. And 
whether it would be desirable to allow any part of that to be used as 
reserve, at least temporarily until they had acquired new habits and 
new methods 

Mr. Vanderlip (interposing). That is permitted temporarily by 
the bill. 

Senator Nelson. Three years. Now, I want to get at one point 
there. In the part of the bill referring to the reserve on deposits, 
would the phrase that checks, drafts, bills, etc., in process of collec- 
tion shall be deducted from the 

Mr. Vanderlip (interposing). Gross deposits? 

Senator Nelson. Gross deposits — something of that kind 

Mr. Vanderlip (interposing). That will do it. 

The clause in regard to refunding bonds I have already discussed 
pretty fully. I have said that I do not believe it will work in the 
way that has been anticipated, because the 2 per cent bonds will have 
greater value in the hands of a banker taldng out circulation than 
the 3 per cent bonds. A suggestion that has occurred to me would 
be to convert all the twos at once into threes with the circulation 
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privil^e and with a tax of 1^ per cent instead of one-half per cent. 
That would leave the result the same to the Government in so far as 
the bonds were used for circulation purposes, and it would give the 
banks the option of using the bond for circulation on the same basis 
that a 2 per cent can be used, or of selling it as a 3 per cent straight 
investment bond, if there were a market. 

There would be a disadvantage to the Government if the banks did 
sell them and there ceased to be circulation. There would be a com- 
pensation for that disadvantage in that, so far as the national-bank 
notes were reduced, there would be room for the new notes to be 
issued, and the Federal reserve banks would make a profit on the new 
notes, which profit would in turn go back into the Government's 
pocket. 

Senator Weeks. I assume vou would agree that the circulation 
tax should be increased if they should issue circulation on these 
new bonds, so that the net return would be exactly the same as on 
the twos? 

Mr. Vanderlip. That is what I said, that the circulation tax 
would be li per cent instead of one-half per cent. But the Gov- 
ernment would in the end be compensated for any loss through the 
earnings of the bank. 

In taking up the section in regard to bank reserves, I will say that 
my general calculation has shown that there will be a pretty sharp 
contraction in the central reserve cities at the end of the first 60 



days. It would not be so sharp, however 

Senator O'Gorman (interposing) . What do you mean by the first 
60 days? 

Mr. Vandbrlip. The first 60 days after 

Senator O'Gorman. After the new system is in operation ? 

Mr. Vandbrlip. After the new system is in operation and re- 
serves can be transferred. 

That contraction, although sharp, will not be so sharp but that 
it can be met, I think, without exceptional difficulty. At the end 
of three years there will be a possible expansion of $1,500,000,000 to 
$1,700,000,000. To reach such an expansion means that all the Fed- 
eral reserve banks will have loaned down to the full limit so that 
they have only 33 per cent reserve, and that member banks would 
have loaned down to the legal minimum. It is not at all presumable 
that such a condition would arise. 

That figure looks very large, but as we look back and note that in 
the last three years national-bank loans have expanded $700,000,000, 
I do not regard the possibilities of expansion as excessive. I see 
no reason to anticipate that the expansion would be to the limit, that 
banks would not still be managed conservatively as they have been, 
and I should say that the possibilities of expansion were not dan- 
gerous, but, on the other hand, were ample. 

With respect to the reserve requirement, the law says that banks 
shall keep a certain minimum in their vaults-- — 

Senator Po3f^|j^j^U (interposing). Before going to that would you 
object to a quesf'^n? ^^^ say there would be a contraction within 



^he 60 days. ^ \1 for what reason? 
Mr. YA^m^ ^^^rToT 



Vpor the reason that the central reserve city banks 
have to repay i^\f* ^es to both the reserve city banks and the country 
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banks, and the contraction will come from the great reduction of 
central reserve city balances, which have to be paid out in full in cash. 
That will be compensated for in part by the reduction of the reserve 
requirements in the central reserve cities, but it is not fully compen- 
sated for. 

In this connection, I fail to see, as I said yesterday, why a central 
reserve city bank need keep any more reserve than a country bank 
after the time has past that it keeps any reserve for a country bank. 
I do not see why tne reserve reauirements should not be the same all 
around. As a matter of fact, tne city bank is more liquid than the 
country bank, and why it should have to keep 50 per cent more re- 
serve — 18 per cent instead of 12 per cent — although it has no reserve 
responsibilities whatever to the other banks in the system, is not clear 
to me. 

Senator Nelson. It is on exactly the same footing as the country 
banks after the 36 months ; it is no longer the reserve agent for any 
country banks. 

Mr. Vanderup. Exactly. 

Senator Pomerene. That is one of the thoughte I had in mind when 
I suggested yesterday the propriety of giviujg to this board, subject, 
perhaps, to the approval of the President, the right to reduce or to 
increase these reserves, realizing all the while that when we fix a 
reserve arbitrarily, without practical experience under the new sys- 
tem, it is necessarily somewhat problematical. 

Mr. Vanderup. There is certainly force in that view. It is prob- 
lematical whether we can hit on the right reserve. I believe we may 
sometimes come to the point where we will not have to have any re- 
serve requirement at all, but leave that to the judgment of the banker. 

The Chairman. But you are very clear that the reserve which is 
to be kept in the vaults of the bank may be left optional, either to 
be kept m the vault or with the Federal reserve board. 

Mr. Vanderlip. There can be no doubt about that. Why should 
you force a bank to keep in its vault money which it does not need 
and which it would prefer to keep with the central reserve bank? 

The Chairman. There is a variable requirement in regard to banks, 
is there not? 

Mr. Vanderlip. There is ; and it occurs to me that there might be 
some banks with deposits fluctuating so rapidly that the amount you 
say must be kept in their vaults may not be sufficient. 

The Chairman. And in some cases it may be much larger than 
necessary ? 

ifr. Vanderlip. Yes ; that would particularly be so with the large 
city banks. 

The Chairman. The banks which are in immediate proximity to 
the reserve banks? 

Mr. Vanderlip. Yes. 

Senator O'Gorman. Do you think this matter might very well be 

provided for by having a minimum figure mentioned, or contained in 

the bill, but conferring upon the reserve board a discretion to modify 

that requirement in a given case? 

j'^^ Mr. Vanderlip. Personally I dislike too much discretion to be 

\ given to this reserve board, at least for the present. Banks like to 

\ know what it is they are facing; they like a definite law rather than 



BANKING AND CUBBENOY. 1991 

a regulation which may be changed without discussion or notifica- 1 
lion. " ^ 

Senator O'Gorman. But you have rather intimated that it would 
be well to have such a discretionary power lodged somewhere to 
cover a given situation. 

Mr. "V^NDERLip. It would be well to look forward to a time wlien 
we can change these requirements if we have discovered they are 
not right. Whether that had best be left to the discretion of the 
Federal reserve board or whether it is a question to be brought back 
to Congress is a matter for a difference of opinion. 

I should have said. Senator, in speaking of the reason for the 
contraction in central reserve cities, that those banks also, in common 
with all other banks, must pay in capital to the central reserve bank. 
That is another reason for contraction. 

Senator Pomerene. My thought as to that was that perhaps this 
bill should be feo amended as to permit of the taking of the com- 
mercial paper at once and rediscounting it for the time being so as 
to avoid the necessity of paying so much cash into a vault and keep- 
ing it there as dead capital. 

Mr. Vanderlip. The language of the bill leaves it open to question 
whether a central reserve city bank could discount berore it began to 
deposit. 

Senator Pomerene. I think that is true, but it seems to me it 
ought to be modified. 

Mr. Vanderlip. I think a central reserve city bank should be able 
to discount before it begins to deposit, because it has to meet drafts 
immediately on the law becoming effective. 

In section 22, which fixes the reserve which Federal reserve banks 
must keep, it is declared to be 33J per cent of its outstanding demand 
liabilities. I have already spoken of the necessity of calculating net 
deposits, but I think demand liabilities ought to be more fully de- 
fined. For instance, a bank might have borrowed abroad ; it is per- 
haps hardly presumable that it would have borrowed on demand, but 
it naight- i ou would not want it to keep a reserve against such a 
liability. I would rather see that section expanded to indicate what 
the total is upon which reserves are to be calculated. 

Senator Nelson. Suppose you put into this "from circulating 
notes and net deposits " ? 

Mr. Vanderlip. That covers the case. 
Senator Nelson. In lieu of the language in the bill. 
Mr. Vanderlip. Yes, sir. 

Senator Nelson. And then somewhere in the bill define what net 
deposits are. 
Mr. Vanderlip. Yes, sir. 

Senator Weeks. Why do you think it ought not to be necessary to 
keep a reserve against a liability made abroad ? 

Mr. Vanderlip. I think it ought not to be necessary ; I am afraid 
it might be necessary here. 

Senator Weeks. Why do you think it ought not to be necessary? 
Mr. Vanderlip. It is true that if it were a demand liability there 
perhaps might be a necessity for a reserve. 

The Chairman. But the assets against a foreign demand of that 
kind are of such a character that that in reality is a species of reserve 
against it; it not that true? 

13424—13 6 
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Mr. Vanderljp. I think so — the collateral that probably would be 
lodged against such a loan. 

The Chairman. The collateral is of such a character that it is 
really a liquid collateral, and for that reason you do not think a 
reserve necessary? 

Mr. Vanderlip. Yes. 

Senator Weeks. Why do you think there would necessarily be 
collateral against such a loan? 

Mr. Vanderlip. It might be either way. If there were no col- 
lateral and it were a demand obligation, I suppose it is fair to say 
that there should be a reserve against it. 

Senator Pomerene. What is the fact from a practical standpoint; 
IS there usually collateral against these obligations ? 

Mr. Vanderlip. From a practical standpoint I doubt if there would 
be a demand obligation of this sort. But I think I should say that 
if the bank borrowed abroad it would probably not borrow on 
demand. 

Senator O'Gorman. But if you would exclude the foreign demand 
liability you would afford a ready means to bankers to evade this 
requirement. If they had reached their limit here in this country, 
they could then transcend it by securing this accommodation abroad. 

Mr. Vanderlip. That would be possible. 

Senator O'Gorman. And there would be no limitation. 

Mr. Vanderlip. I think, on further consideration, that demand 
liability in the form of foreign borrowing, at least without collateral, 
ought to have a reserve against it. 

I have no fault to find with regard to the clause concerning bank 
examinations, except that I feel that central reserve city banks seem 
to be regarded as needing more careful supervision than country 
banks, and more numerous examinations are provided. 

Senator O'Gorman. Let me ask you this, Mr. Vanderlip : You have 
several times spoken of central reserve banks ; you mean the Federal 
reserve bank? 

Mr. Vanderlip. No, sir; I mean the banks in designated central 

reserve cities. 

Senator O'Gorman. The existing banks? 

Mr. Vanderlip. Yes, sir. 

Senator Nelson. Under existing law ? 

Mr. Vanderlip. Yes, sir. That law is, curiously, continued with- 
out any reason for it. 

Senator Nelson. Yes ; they keep up the distinction in this law, as 
I think, unnecessarily. 

Senator Pomerene. And you see no reason at all for that distinc- 
tion in this bill ? 

Mr. Vanderlip. No reason for it. 

Senator O'Gorman. If you have the one system? 

Mr. Vanderlip. Yes, sir. 

Senator O'Gorman. And if we do not, as suggested yesterday, pro- 
vide for the national banks that may not want to come into this 
system ? 

Mr. Vanderlip. Yes. 

Senator O'Gorman. On that point, Mr. Vanderlip, if I get your 
idea, if this change in our banking law is to accomplish any good, it 
ought to mean the creation of a uniform and a single system. 



Mr. Vanokklxp. Undoubtedly; that is the ideal to be worked for. 
Senator O'Gor^jan. We can not have half the banking system 
under this plan and half under some other plan. 

Mr. Vanx>erlx:p. You can not so have it and have it anything like 
a success ; and I fear this plan will emphasize the difference rather 
than draw tlie l>anks together. 

Senator O'Gtokman. So, then, assuming we have one plan operating 
upon all national banks, at least, you see no particular reason why 
the central reserve banks should be continued ? 

Mr. Vani>eklip. If the plan of reserves herein provided — that these 
reserves sliall l>e cither in the vault or in the Federal reserve bank — 
is carried out, then there is no reason for the distinction between a 
country baiik, a reserve city bank^ and a central reserve city bank. 
If you cliange this so as to permit some of the reserve deposits to 
be left 'witli national banks, then there would be reason for the dis- 
tinction. 

Senator Nelson. And this bill obliterates that? 
Mr. Vai!^i>t»lip. As the bill stands; absolutely, 
The national banks do not object to examinations; they object to 
continuous examination. We do not want so many that we have to 
keep open nights in order to be examined ; and I think a good many 
examinations are being provided here for the present reserve city 
banks. 

We have, in addition to the examinations provided here, an ex- 
amination by the clearing house, which might or might not be con- 
tinued. It has been, I believe, the most effective and thoroughgoing 
examination that the banks have ever had. We also have examina- 
tions by our directors. 

There is this thought also in connection with the examination of 
banks doing a large foreign business: Foreign bankers will refuse 
to reconcile for examination purposes as many as nine times a year, 
which, might be necessary unaer tiiis bilL 

Tlie Chaikman. They will refuse to do what? 
Mr. Vanderuep. To reconcile their accounts : that is, to O. K. the 
account up to a definite date. It is too complicated. It is usually 
d(H\e every six months, and you can not get foreign bankers to meet 
this new condition. They simply won't do it, so your examination, 
in that particular, might be ineffective in spite of anything either the 
examiner or the bank could do. There are rather too many examina- 
tions provided here, I think, although I am making no plea what- 
ever for scant examination. 

Senator O'Gorman. Mr. Vanderlip, as I read this provision, the 
minimum number of examinations is two, the power being confided 
to the reserve board to order others if necessary. 

Mr. Vanderlip. There are examinations by the comptroller, ex- 
aminations by the board, and there may be examinations even by the 
Secretary of the Treasury. 

Senator O'Gor^^i^. Is there any reason to apprehend that there 
will be an unnece^g^trily large number of examinations each year? 
Will it not depeJ^ 1 up^^ ^^^ ^^®w ^^^^ ^® reserve board and the 
Secretary of th^ ^i ^^^sury may take as to the necessities of a given 
situation? l^ 

Mr. VANDmi^. ih^^ ^^^ ^^ possible. I think, however, there 

are too many ^ u X ^ti^i^s actually provided for. It says here that 
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the Federal reserve board as often as it deems best, and in any case 
not less freq^uently than four times each year, shall order examina- 
tions of national banking associations in reserve cities. Why dis- 
criminate against reserve cities ? 

Senator O'Gorman. What line are you reading from now ? 

Mr. Vanderlip. Page 41, line 14. 

Senator O'Gorman. That relates to reserve cities. But, from the 
view that has been expressed lately, we may abandon these reserve- 
city definitions entirely if this plan or any similar plan is adopted. 
I had in mind a moment a^o a provision in the first few lines on page 
40 which speaks of examinations of national-bank associations at 
least twice a year. 

Mr. Vanderlip. It is distinctly desirable, that there should be 
power to have a special examination of any bank concerning which 
there is any doubt. But to have regularly at least four, as is provided 
here, and possibly more, I think is bad. 

Senator Weeks. How much does it cost the national banks for 
the examinations that are now made ? 

Mr. Vanderlip. I think it costs our bank about $3,300. 

Senator Weeks. A year ? 

Mr. Vanderlip. For each examination; and I believe the fees of 
the New York examiner are something like $35,000. 

Senator Bristow. How many examiners are there? 

Mr. Vanderlip. Only one; he has assistants, of course. There is 
one examiner in New i ork. 

Senator Bristow. Only one, and he pays his assistants? 

Mr. Vanderlip. He pays his assistants. I think his net fees are 
about $35,000. 

Senator O'Gorman. Who appoints him? 

Mr. Vanderlip. The President, on the recommendation of the 
Comptroller of the Currency. 

Senator Bristow. The Secretary of the Treasury, does he not ? 

Mr. Vanderlip. I think not ; 1 think it is the President. 

Senator Bristow. Is he made an exception ? 

Mr. Vanderlip. No ; it is the Secretary of the Treasury. 

Senator Bristow. Upon the recommendation of the comptroller? 

Mr. Vanderlip. Upon the recommendation of the comptroller. 

Senator Bristow. Is that accurate — the Secretary of the Treasury 
or the comptroller? 

Mr. Vanderlip. I am informed he is appointed by the Comp- 
troller of the Currency, with the approval of the Secretary of the 
Treasury. 

Senator O'Gorman. We are probably getting away from the fea- 
tures of this bill, but it is instructive. What charges are made to 
the banks for these examinations ? 

Mr. Vanderlip. A charge on the percentage of the bank's busi- 
ness. I can not give you the exact percentage, but my recollec- 
tion is that the fee the National City Bank pays is in the neighbor- 
hood of $3,200. 

Senator Pomerbnb. A year? 

Mr. Vanderlip. For each examination. 

Senator O'Gorman. Can you roughly estimate about how much 
is paid annually by all the city banks m the city of New York for 
these examinations? 
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Mr. Vandbrlip. If mv information is correct that the examiner 
receives net in the neighborhood of $35,000, it would be that plus 
what he pays to a half dozen other men that he employs at more 
moderate salaries. It would be in the neighborhood, then, of $45,000 
or $50,000. 

Senator O'Gtorman. Does he fix the salaries of his subordinates ? 

Mr. Vandbrlip. He employs them and pays them out of his gross 
receipts. 

Senator O'Gorman. Are his gross receipts affected by his activities 
in examining and reexamining? 

Mr. Vandbrlip. His gross receipts are based upon the number of 
examinations, but the number of examinations is provided by law to 
be two a year. 

Senator O'Gorman. Arbitrarily fixed at that? 

Mr. Vandbrlip. Yes, sir. 

Senator O'Gorman. So he could not, if he wished, enlarge the num- 
ber of examinations? 

Mr. Vandbrlip. He sometimes gets in three a year; we have had 
three in a year, but I think that is a lapping over. We have had 
three in a calendar year, but I think the average is two a year. 

Senator O'Gorman. What is the average compensation of his as- 
sistants? 

Mr. Vandbrlip. I do not know, but I would presume from $1,200 
to $1,800. 

Senator O'Gtorman. And they are fairly well-equipped accountants ? 

Mr. Vandbrlip. Fairly well-equipped accountants. There may be 
one or two that would get $2,500. I know nothing about that per- 
sonally. 

Senator O'Gorman. What does the chief examiner do for his 
$35,000? 

Mr. Vandbrlip. He superintends the work and is responsible for 
the reports. 

Senator O'Gorman. Then it is a sort of farming-out process? 

Mr. Vandbrlip. Hardly that. 

Senator O'Gtorman. The examiner is compensated by the various 
banks whose accounts he examines, and he in turn employs such 
assistants as he may require? 

Mr. Vandbrlip. Yes, sir. 

Senator Nblson. In a big bank, you know, the chief examiner 
has to go there with his assistants^ and it practically, for the time 
being, suspends the business, does it not? 

Mr. Vandbrlip. It does not suspend, but it interferes with it 
greatly. We walk into the bank some morning and find all of our 
cash sealed, and we can not open^ anything except with the consent 
of the examiner or some one wno is in charge. And if we have that 
happen four or six times a year it gets to be rather trying. That is 
not necessary. 

I want all the examination necessary to insure the soundest bank- 
ing and the most complete observation of the law ; I have no objec- 
tion whatever to that, but I do not want to hamper business unduly 
to accomplish tl^gt. 

Senator Wb^;^ You have an auditor in your bank? 

Mr. VAinDEtti^ yes, sir. 

Senator W^^^' "Who is examining all the time? 
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Mr. Vanderjlip. All the time, unexpectedly taking departments; 
he is working all the time with a force. 

Senator Nelson. I have always thought, Mr. Chairman, that this 
was an anomaly in our law, for bank examiners to be paid by the 
respective banks. It seems to me that they ought to be paid a regular 
salary by the Government and not have the banks pay for these ex- 
aminations. The pay is based upon the size of the bank and the vol- 
ume of business, and the disposition has been — take it out in the 
West — for these examiners to get over the ground as rapidly as 
possible. 

The Chairman. Some of them have as high as 200 banks to ex- 
{•mine. 

Senator Nelson. Yes; and the disposition is to go over these banks 
as rapidly as possible, and instances have occurred where they have 
done it in a very perfunctory and reckless manner. I think it would 
be a most wholesome reform to have these men on a salary. 

Senator Shafroth. Is there not something in this bill on that? 

The Chairman. Yes. Mr. Vanderlip, I wanted to ask you some- 
thing about the examinations by the clearing-house examiners. How 
often do they make these examinations? 

Mr. Vanderlip. Once a year, and they are extremely thorough. 
They are very ably done. We have taken great care to secure there 
the best possible staff. The examiners are highly paid, and are a 
very capable class of men. 

The Chairman. How many men are employed by that force? 

Mr. Vanderlip. About 10 men. 

The Chairman. About 10 men under one man? 

Mr. Vanderlip. Yes, sir; and a number of them are fairly highly 
salaried men, too. 

The Chairman. WJiat is paid the chief examiner? 

Mr. Vanderlip. I do not Know that there is any objection to mak- 
ing that public. It is $20,000. 

The Chairman. And are his subordinates paid as the subordinates 
of the national-bank examiner — $1,200 to $1,800 ? 

Mr. Vanderlip. Much more. 

Senator O'Gorman. What is their average pay? 

Mr. Vanderlip. There are men who get around $5,000. 

The Chairman. And they act in concert with the chief examiner? 

Mr. Vanderlip. Yes, sir. 

Senator Pomerene. Are those examinations made on his own mo- 
tion or at the suggestion of members of the clearing house? 

Mr. Vanderlip. On his own motion entirely, and the result of 
the examination is never revealed to members of the clearing house 
unless there is cause for criticism. There is the utmost secrecy main, 
tained in regard to those examinations until there is cause for 
criticism. If there is cause for criticism, that criticism is made to 
the clearing-house committee, and in that case it is most confi- 
dentially treated. I have been chairman of the clearing-house com- 
mittee, and I am familiar with that. This year I am not chairman, 
and I have not heard a lisp of any criticism. Nothing whatever 
has leaked from that committee to me, although I was chairman 
of it last year. I do not know of a single criticism that a clearing- 
house bank examiner has made. 
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The Chairman. Then those clearing-house examinations are not 
open to the review of the different member banks ? 
Mr. Vanoerlip. By no means. 

The Chairman. They do not know, from those examinations, 
where stocks were located ? 

Mr. Vanderup. They have not the slightest knowledge. They do 
not hear anything except the report that the bank is in a sound con- 
dition and being properly conducted, if that is the case. If there 
were ground for criticism^ it would nrst be taken up with the bank 
to see if the bank would itself correct it upon the complaint of the 
examiner. Frequently that has been done and great good has been 
worked. It is only after the examiner has been unable to harmonize 
his viev7s with the views of the management of the bank that the 
matter comes to the clearing-house committee. It is treated in the 
utmost confidence by the clearing-house committee. 

Senator Pomerenb. Suppose a man were a borrower in excess of 
what was a proper amount at two or three different banks, would 
that fact be made known to those several banks? 

Mr. Vanderlip. It would be made known to those banks, probably 
by the bank examiner. That is, in the case of the bank he was ex- 
amining, if he found a loan there from some one who had loans in 
nuBaerous banks he would explain that to the bank under examina- 
ticm. Whether or not he would also go to a bank not under ex- 
amination and call their attention to the fact I am not certain- 
Senator Bristow. In regard to these examinations; of course, you 
were in the Treasury Department, and you had a very wide experi- 
ence. Do you not think the present system of paying bank examiner?^ 
inevitably tends to haste and inefficient examinations? 

Mr. Vanderlip. Undoubtedly a bank exanainer is desirous of com- 
Pjleting as many examinations in a year as he can, since his compensa- 
tion depends upon the number he completes. 

Senator Nelson. That has been apparent to me for a great many 
years, out in the West. 

Senator Pomerene. I was going to ask one more question along 
the line I was interrogating you upon. Suppose that the cashier 
of bank A would have reason to believe or nave curiosity to learn 
whether a certain particular borrower did not have large amounts 
borrowed at other banks in the city. Would he be privileged to 
inquire of the bank examiner as to whether or not this borrower 
had accommodations at other banks; and if so, where and to what 
amount? 

Mr. Vanderlip. He would be privileged, I think, to make the first 
part of that inquiry; has the borrower unduly expanded his loans. 
I do not think he would be privileged to ask where. I do not believe 
that the bank examiner would give him any information as to the 
condition of any other bank, even though the inquiry w&pe based 
on the desire to learn the condition of one of his customers. 

Senator O'Gorman. Would such information be acquired through 
your clearing-house association? 
Mr. Vanderlo*. No, sir. 

Senator Pomerene. I had reference to the examiner employed by 
the clearing house, and from him you could get the information to 
the extent you have indicated? 
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Mr. Vaxderlip. Yes, sir. 

Senator Weeks. Did you, as chairman of the clearing-house com- 
mittee, know or have knowledge of what other banks were loaning, 
unless there was complaint that there was an overloan ? 

Mr. Vanderlip. I had no more knowledge of the business of any 
other bank after the examination was completed than you have at 
this moment, if the examiner certified that the bank was solvent and 
being conducted on sound lines. 

Senator Weeks. And you did not know what particular stocks and 
bonds they were loaning? 

Mr. VANDERLp. I had not the slightest information. The only 
report the examiner makes in the case of a sound bank is that he has 
examined the bank under such a date and found the condition satis- 
factory. 

Senator Pomerene. Is this examiner under bond? 

Mr. Vanderlip. I should not think so ; he has no fiscal responsi- 
bility. 

Senator Nelson. You mean the clearing-house examiner? 

Senator Pomerene. Yes. 

Senator Nelson. He does not handle any funds. 

Senator HrrcHCOCK. The United States examiners are bonded. 

Senator Nelson. Yes; they give bonds. They are appointed as 
quasi public officials, and then the public does not pay them. They 
are paid by the banks. 

Senator Pomerene. The secrecy of a borrower's business would de- 
pend entirely upon the honor of the man who was employed in the 
position of examiner? 

Mr. Vanderlip. Yes. I have, after large experience with them, 
the utmost confidence in their honor and in the fact that these exam- 
iners would regard as absolutely confidential any information that 
came to them. 

Senator Brtstow. Who have usually been appointed as bank ex- 
aminers in New York by the comptroller? 

Mr. Vanderlip. They have usually been of good experience ; per- 
haps not of very wide banking experience. As I think back, I do 
not recollect that examiners have usually had a very large banking 
experience. Our present examiner there is an excellent accountant. 
He had no banking experience, I think, up to a jrear or two ago, 
when he was for a time employed by the Jlrst National Bank. ^ fie 
later left that employment and returned to the position of examiner. 

Senator O'Gorman. Is that the official examiner? 

Mr. Vanderlip. Yes, sir; Mr. Starek. 

Senator Pomerene. Give his full name. 

Mr. Vanderlip. Charles Starek. 

Senator Bristow. Whom did he succeed? 
. Mr. Vanderlip. I am not sure. 

Senator O'Gorman. What was his position in this bank? 

Mr. Vanderlip. No official position. 

Senator O'Gorman. What was the character of his employment? 

Mr. Vanderlip. I am not aware as to what his duties were. 

Senator O'Gorman. Clerical work or the work of an accountant? 

Mr. Vanderlip. I think the work of auditor and accountant. 

Senator O'Gorman. What is the usual pay of an auditor and 
accountant in a bank? 
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Mr. Vandbrlep. An auditor would probably, in a large bank, re- 
ceive as much as $10,000. 

Mr. O'GoRMAN. Is this a large bank? 

Mr. Vanderulp. The First National Bank of New York. Let me 
say that the fee in New York has always until rather recently been 
divided between two examiners. Recently one of the examiners, 
Mr. Rorebeck, has been dropped and we have now only one ex- 
aminer there. 

Senator Nelson. And he gets $35,000 a year in fees, less what he 
pays out for his help? 

Mr. Vandeklip. I think plus what he pays out. As to that fee I 
have no accurate information. That is what I have been told. 

Senator O'Gtobman. When you speak of that figure you have in 
mind the net income of the present auditor and examiner? 

Mr. Vanderlip. Yes. If there were two examiners 

Sdhator O'Gtorman (interposing). That would be divided? 

Mr. Vanderlip (continuing). It would be divided between the 
two. There have hitherto been two examiners ; there is now only 
one. 

Senator O'Gorman. Why, if you know, was this change made. 
Why was Mr. Rorebeck dropped? 

Mr. Vanderlip. I have no Knowledge. 

Senator O'Gorman. When did that take place? 

Mr. Vanderlip. Since the beginning of the present administra- 
tion. 

Senator Hitchcock. When the examiner comes to your bank, how 
many assistants does he bring? 

Mr. Vanderlip. About six. 

Senator Hitchcock. Do they all have a knowledge of the affairs 
of your bank, when they have completed the examination ? 

Mr. Vanderlip. Everything we have is opened to them; under 
present day conditions our correspondence is given to them. 

Senator Hitchcock. Do they have a knowledge, for instance, of 
your loans and collateral? 

Mr. Vanderlip. Absolutely. 

Senator Hitchcock. All of the men ? 

Mr. Vanderlip. All of them; yes, sir. 

Senator Hitchcock. So that the knowledge of the affairs of the 
bank is not entrusted simply to a United States examiner and the 
clearing-house examiner, but to all of these assistants? 

Mr. Vanderlip. All of these assistants have access to the affairs. 
Whether or not the work may happen to be so divided that one man 
counts the cash and another checks collateral, I can not say. There 
is no reason, so far as the bank is concerned, why every one of the 
bank examiner's staff should not have information about anything 
in the bank. 

Senator O'Gorman. Have you ever known a case where any of 
these assistants to the bank examiner have made any improper use 
of the information they acauired in the examination of a bank? 

Mr. Vanderlip. I never have. 

Senator Pomerenb. Under the present national banking law, as I 
understand it, the examiners make their reports to the <S)mptroIler 
of the Currency, and I assume that under your State banking laws 
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in New York the examiners there would make reports of their exam- 
ination of the State banks to the State banking department? 

Mr. Vanderlip. Yes, sir. 

Senator Pomerene. Neither one of them would have any means of 
knowing what the condition of the other set of banks was ? 

Mr. Vanderlip. As a matter of fact I think they do cooperate. 

Senator Pomerene. What I was thinking to get at was this, that 
the examiner employed by the clearing-house association would have 
the means of knowing the condition of all the banks, both State and 
national, while, primarily at least, the examiner of the national banks 
would only know the condition of the national banks, and the State 
examiners of the State banks. 

Mr. Vanderlip. That is quite true. 

Senator O'Gorman. Mr. Vanderlip, from your knowledge of bank- 
ing conditions in New York, do you think the examinations can be 
conducted efficiently with one bank examiner? 

Mr. Vanderlip. I think almost any piece of business can be con- 
ducted efficiently with one head, if he properly organizes his business. 

Senator O'Gorman. Is it usual for the examiners to participate in 
the examination of each bank? 

Mr. Vanderlip. It is usual, yes, sir; and I should think it was 
practical. 

Senator O'Gorman. So that each examination requires his per- 
sonal presence? 

Mr. Vanderlip. Theoretically it does, and I thijik practically he is 
there. 

Senator O'Gorman. Is it possible for one examiner to be present 
at the examinations being conducted at each bank in the city of New 
York in a year? 

Mr. Vanderlip. I am very certain that that has been possible in 
the examination of the National City Baak, and that he has been 
present. 

Senator O'Gorman. How many national banks are there in the 
city of New York? 

Mr. Vanderlip. There are 52 central reserve banks in New York, 
Chicago, and St. Louis. 

Senator Weeks. There has been a recent order of the comptroller 
which prevents bank examiners from engaging in any other exami- 
nations and doing any other work. Do you think that i^ desirable, 
as far as the examinations of banks other than national banks is 
concerned ? 

Mr. Vanderlip. Before I answer that question I will answer Sena- 
tor O'Gorman. There are 36 national banks in New York. 

Senator O'Gorman. In the city of New York? 

Mr. Vanderlip. Yes, sir. 

The Chairman. How many days does it take to examine your 
bank? 

Mr. Vanderlip. Ordinarily, about a week. We have had an ex- 
amination recently, however, that has extended over two or three 
weeks. 

Senator Nelson. Your bank? 

Mr. Vanderlip. In our bank ; yes, sir. 

Senator O'Gorman. And that occurs twice a year? 
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Mr. Vanoerlip. Yes. Now, I will answer Senator Weeks's ques- 
tion. I suppose a bank examiner would naturally be pretty busy con- 
ducting the duties of his position. Banks have found it rather de- 
sirable sometimes to have a bank examiner come in to make a special 
examination at the instance of directors, and directors have chosen 
national-bank examiners to do that work because they believed they 
would do it more efficiently. 
Senator Weeks. You mean directors of State banks? 
Mr. Vanderlip. Yes, sir. I see no great harm in it. 
Senator O'Gorman. Would you find that directors of Statue banks 
were also directors of national banks? 

Mr. Vanderlip. I was thinking of directors of State banks who 
had need for the national-bank examiners. 

Senator O'Gorman. Even there it is necessary, where, at the in- 
stance of the directors of a national bank, an examination has been 
conducted ? 

Mr. Vanderup. Yes ; and that independent examination conducted 
by the national-bank examiner. Of course, it is the practice of New 
York banks to make at least one and sometimes two examinations a 
year by the directors. Sometimes it is done in person by the directors 
and sometimes they delegate it to a chartered accountant or others 
who will make a very thorough examination. 

Senator Weeks. What I am trying to get at is this, without any 
criticism of the department. There is a recent order, which, I under- 
stand, prevents a national-bank examiner from examining State 
banks, trust companies, or other institutions. He has to devote his 
entire time to the examination of national banks. In a community 
like New York, where there are a great many trust companies, it 
seems to me you are only getting a partial statement of the conditions 
of the banks in the community, unless the same man is going to be 
privileged to examine all the banks. 

Mr. Vanderlip. That is an advantage we gain from the clearing- 
house examination. 

Senator Weeks. From the Government's standpoint it is somewhat 
important and advantageous to have some man who will be familiar 
with the affairs of State banks and trust companies as well as na- 
tional banks. 

Mr. Vanderlip. I think it would be very advantageous. 
Senator Weeks. Then if that is so the recent change madie prob- 
ably would bring less net knowledge out of the result of those exam- 
inations? 

Mr. Vanderlip. I should think so. 

Senator Hitchcock. Mr. Vanderlip, do you think that the inter- 
locking of directors in those 36 national banks is a source of com- 
plaint? 

Mr. Vanderlip. I think it is a source of strength, a source of good 
management, a source of a better understanding of the credit sit- 
uation. 

Senator Hitchcock. Then they have a knowledge of each other's 
affairs ? 
Mr. Vanderlip. They have, to some extent. 

Senator Hitchcock. That has been charged as one of the serious 
things in New York which has tended to establish a banking monop- 
oly to the detriment of those who were seeking credit. 



2002 BANKING AND CURRENCY. 

Mr. Vanderlip. It has been so charged, but I do not believe theie 
has been a single instance cited of harm having been done. I will 
challenge anyone to show an instance where interlocking directorato-i 
has led to unfairness to a borrower. 

Senator Hitchcock. Then it has been charged, too, .that it was 
practically impossible to finance a new railroad company, for instance, 
for the reason that the sources of credit in New York are so largely 
controlled by the great owners of the railroads. You have, for in- 
stance, as an illustration, the case of Mr. Dave Moffit, out in Denver. 

Mr. Vanderlip. We have had the illustration of the Western 
Pacific, which was built paralleling the Central Pacific. Money for 
that was found in New York. 

Senator Hitchcock. But afterwards the Western Pacific was 
forced to a compromise and a settlement with the Central Pacific, was 
it not? 

Mr. Vanderlip. No, sir; there never has been a compromise or 
settlement. 

Senator Hitchcock. Was that the Gould line you are referring to? 

Mr. Vanderlip. Yes, sir. 

Senator Hitchcock. Did it happen that Gould had one such bank, 
and that he was able in some independent way to finance the system ? 

Mr. Vanderlip. I would not say an independent way. That was 
financed, I believe, through Blair & Co. They are very important 
bankers. There is no trouble whatever in getting a sound thing 
financed in New York if there is money there to finance a sound 
enterprise. 

Mr. Stillwell complained that his Oriental road could not be 
financed there. It could not. It could not have been financed any- 
where, in my estimation, if anybody had sound judgment about the 
building of such a road. 

Senator Nelson. Where was that road to be built — ^in China ? 

Mr. Vanderlip. From Kansas City to Mexico, generally speaking. 

Senator Hitchcock. There was a time when some very unsound 
railroads were financed in New York, because there was apparently 
no combination of banking interests. What new development is this 
that has enabled the bankmg interests to discriminate and to exclude 
some propositions when they come to them ? 

Mr. Vanderlip. I should not think there ever was a time that un- 
sound business could be done in New York because there was no com- 
bination. If there are people in New York with capital which they 
are ready to put into an unsound enterprise they can be found to-day 
as readily as they could anv other time. 

I believe there is no sucn discrimination, or no such combination. 
The charge can not be sustained that a sound commercial enterprise, 
a sound proposition for railroad building, can not be put through i^ 
New York because it might compete with some existing business. 

If it will so compete as to endanger its own success, certainly it 
can not be done if the people in control of the capital have sound 
judgment. But the fact that it would compete with some existing 
enterprise, which enterprise was financed by the strongest house in 
New York, would not be a barrier against finding capital for it if it 
is essentially sound in itself and will not have its own future en- 

ingered by the competition which it will encounter. 
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Senator Reed. You mean if there is room for two? 

Mr. Vanderlip. Yes, sir. 

Senator Hitchcock. Suppose a project was undertaken to finance 
a railroad to compete with the Jim Hill system and such a project 
came to the attention of what we will call the Morgan banks. 
Would not those banks inevitably feel interested in discouraging 
that project? 

Mr. Vanderlip. I can say that the National City Bank has financed 
a railroad project in the Southern Railway field, the Southern Rail- 
way Co. being a Morgan enterprise, and this project being directly in 
competition with the Southern Railway Co. 

Senator Hitchcock. How lately was that ? 

Mr. Vandbrup. It is now in process of building. 

Senator Hitchcock. About how large a project is it? 

Mr. Vanderlip. $10,000,000 or $12,000,000. 

Senator Nelson. It is not long ago since the New York banks 
financed the extension of the St. Paul road to the coast, in competi- 
tion with the Northern Pacific and the Great Northern, which are 
commonly called Morgan roads? 

Mr. Vanderlip. The National City Bank financed that extension. 

Senator Reed. As I understand you, Mr. Vanderlip, the test is 
this — as you put it — whether there is room for two enterprises. If 
there is room for two enterprises, then you claim that there would 
be no barrier; if there is not room for two enterprises, then nobody 
but a foolish person would put his money into a competing line when 
the competing line would never pay ? 

Mr. Vanderlip. That is exactly what I mean. There is no such 
thing as a strong interest putting out a ban on the financing of a new 
railroad proposition and saying to New York financiers that this new 
road must not be financed because it is going to compete with an 
existing railroad that has been financed by this strong interest. The 
thing is not done. It does not exist. It is not true. 

Senator Hjtchcock.* You mean the heavy railroad owners are in- 
terested in the banks of New York? 

Mr. Vanderlip. They are interested in the banks; yes. But the 
banks are run primarily bv themselves. The bank officers solely are 
in charge of the conduct of the bank. 

Senator Bristow. That is, you claim that a railroad may be inter- 
ested in a bank, and be a most important factor in the management 
of that bank, and still that bank would pay no attention to the 
affairs of that road as far as financing its competitors is concerned ? 

Mr. Vanderlip. No such condition exists. There is no bank that 
I am aware of in which a railroad is an important factor in the 
management of the bank. The relation is the other way around. 

Senator Nelson. It is the railroads which need the banks? 

Mr. Vanderlip. Yes, sir. 

Senator Hitchcock. Take the firm of Kuhn, Loeb & Co., they are 
heavily interested in the Union Pacific? 

Mr. Vanderlip. Yes, sir. 

Senator Hitchcock. Would it not be natural that they would dis- 
courage a system competinff against the Union Pacific ? 

Mr. Vanderlip. Naturally they would discourage any competitive 
system, but Speyej* ^ Co. would not, and Morgan & Co. would not. 
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Hetis^Usr Hitchcock, Then when witnesses come before this com- 
miitm and say that there is a combination in New York they are 

Mr. Vandeblif. They are mistaken. It is a figment of their 
imagination. They probably have read newspaper headlines and 
heard statements, and th|^ do not know the truth. 

Senator Hitchcock* Tvhen they come and testify of their own 
knowledge and experience? 

Mr* Van'oerlif. Then I advise you to analjrze very carefully that 
experience and check it up, because the combination does not exist. 

Henat^>r Bbjotow. Xow, Mr. Vanderlip, you claim that the men 
who run the Xew York banks, and'who control them, are different in 
the moral and mental make-up than the average banker of the 
'fountry ? 

Mr, Vaxdkbup. I make no such claim whatever. Nothing can be 
further from my mind. 

Senflt<r>r Bbihtow. Do you think the average banker would finance 
a proi)r>ftjtion if it was detrimental to his largest stockholder and the 
irK>»t important depositor? 

Mr, VANDBKLii'. To his largest stockholder; no. To his most 
important depositor, perhaps, yes. It would be then a case of 
w<*jgliing the advantage between the deposit and the advantage of 
financing that enterprise. 

SiUHitor Brihtow. And if the advantage of the deposit was greater 
(ban t}ie advantage of the enterprise, he would not finance it? 

Mr. Vandkrlip. Probably not. But in no case, sir, is a deposit of 
HHffi(;ient im[)ortance to prevent any banker from financing an im- 
portant enterprise, a very important enterprise. 

Senat>()r O'uorman. In that connection, let me ask you this ques 
tion. At the present time, {>erhaps during the memory of those now 
engaged in the banking business, is there not a keen competition for 
iHinineHs between banking interests in the city of New York? 
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Mr. Vanderlip. I believe there is no line of business in the country 
where competition is more keen. 

Senator O'GtOrman. Would not that competition be keener in New 
York to-day than in anjr other part of the United States ? 

Mr. Vanderlip. I think so. 

Senator O'Gorman. Because of the great volume of money in New 
York? 

Mr. Vanderlip. Yes, sir. 

Senator Reed. How much money does your clearing house carry? 

Mr. Vanderlip. The clearing house carries no mcmey, sir. 

Senator Reed. They have no deposits of any kind ? 

Mr. Vanderlip. They have no deposits of any kind ; that is not the 
function of the clearing house. The clearing house does have in its 
vault a certain amount of gold which is merely there in the nature 
of being in a warehouse, so that we do not have to move gold about. 
There are never any deposits. 

Senator Reed. Who puts up that gold ? 

Mr. Vanderlip. Any banker who would prefer to have a piece of 
paper, a clearing-house certificate, for $10,000 instead of $10,000 in 
cash. 

Senator Reed. Really, the bankers put up a central deposit of 
gold? 

Mr. Vanderlip. No, sir. There is no deposit at all. That is purely 
a warehouse function for banking purposes, to aid us in paying bal- 
ances between the banks, and permitting us to give an order on this 
warehouse instead of carting the gold about the streets. 

Senator Reed. Where is the gold kept? 

Mr. Vanderlip. In a vault in the clearing-house building. 

Senator Reed. Where does the gold come from to get into that 
vault? 

Mr. Vanderlip. From any banker who chooses to deposit gold 
there and take up certificates to represent it. 

Senator Reed. In settling your balances you use these certificates ? 

Mr. Vanderlip. Yes, sir. 

Senator Reed. I inquired about the amount that was kept. 

Mr. Vanderlip. My recollection is that there is about $90,000,000. 
That figure will not be exactly correct. 

Senator Reed. Now, I want to come back to matters that concern 
this bill, and I asked that question simply for the purpose of know- 
ing how much gold there might be in the one place. 

Mr. Vanderlip. That has no relation whatever to the reserves of 
the banks, or the money market. That is only a physical conven- 
ience. 

Senator Reed. In settling your balances, instead of counting out 
gold to each other, you simply check against this gold? 

Mr. Vanderlip. Yes, sir. 

Senator Reed. And settle it in that way? 

Mr. Vanderlip. Yes, sir. 

Senator Nelson. It is simply a warehouse where you can keep 
gold on which you can draw, instead of keeping it in your vault ? 

Mr. Vanderlip. Yes, sir. 

Senator Reed. You do not have to draw ^old from there; you 
send the certificates around and have a little balance left ? 
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Mr. Vanderup. Yes, sir. 

Senator Reed. I want to ask you about a matter of great impor- 
tance in this bill concerning which I do not think you have been ques- 
tioned before. How much gold reserve do you think ought to be kept 
in the regional banks? 

Mr. Vanderlip. In normal times perhaps as much as 80 per cent. 

Senator O'Gorman. How much? 

Mr. Vanderlip. Eighty per cent. That is a very difficult question 
to answer, and my reply is a sort of shot in the dark. In normal 
times these banks ought not to be used for conducting the current 
business of the country. They ought to run with very strong re- 
serves. They ought to be under no compulsion to earn money, and 
thev ought to conserve reserves in order that they may be enabled to 
make these rediscounts when necessary. 

Senator O'Gorman. The larger the gold reserve the safer the 
whole structure would be, in your opinion? 

Mr. Vanderlip. The larger the gold reserve carried, the safer. I 
can not say the larger legal minimum. 

Senator O'Gorman. Where do you think the law ought to put the 
minimum ? 

Mr. Vanderlip. I think the law as it is drawn, with a minimum 
of 33^ per cent is all right. As a matter of fact, I do not believe in 
legal minimums, anyway. I believe that should be left to the con- 
servative conduct of good managers of banks. 

Senator O'Gorman. Do you not think there ought to be a sentence 
of penalization for going below a certain point, in order to encourage 
keeping above that point? 

Mr. VANDERLIP. A penalization in this case is not a very effec- 
tive sentence. You penalize the earnings that come out of the Gov- 
ernment, 

Senator O'Gorman. That is what we 'discussed yesterday. Now, 
you have examined this bill with reference to the possibility of in- 
flation, have you not? 

Mr. Vanderup. Yes, sir. 

Senator O'Gorman. I believe you said you thought there was a 
great power of inflation in it. Oi course, a 83^ per cent gold reserve 
would be some check on paper inflation, and the larger the gold 
reserve the greater the diecK; is that not true? 

Mr. Vanderup. Just what do jrou mean bv paper inflation ? 

Senator O'Gorman. I mean this money that is to be issued from 
time to time upon collateral, notes, etc. 

Mr. Vanderlip. Please do not confuse inflation of credit with in- 
flation of currency. You can not have an inflation of currency if 
you have ample redemption facilities. Gold will not be held in 

Eeople's pockets; the currency can not be held in reserves. It will 
e deposited in banks by the men who do not want it in their pockets, 
and it will be retired. There will be in the way of the correct operat- 
ing of that principle the fact that these notes may find their way into 
the reserves of State banks. Were it not for that, there would be as 
great conformance to business needs in note issue as in deposit bal- 
ances. And deposit balances ought to be readily interchangeable 
with notes according as the customer wants credit as a deposit bal- 
ance, or wants it as a note. There is no more reason for the Govern- 
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ment charging interest on these notes or guaranteeing these notes 
than there would be for the Government to guarantee the deposits in 
these banks. 

Senator Reed. I know that is a favorite theory with bankers, but 
nevertheless I h^dly think that it is practical at this time to expect 
that sort of theory to be carried out. 

Now, I want to direct your attention to this thought as bearing 
upon that theory. You say that if a man has a bank credit of $10,000, 
he has the right to issue his check against that credit, and that that 
is simply a method by which he uses that bank's credit, makes it 
available, and if the bank, instead of giving him a bank credit and 
check against it, was to issue to him bank buls and let him put them 
in his pocket and carry them away, that that is only a bank credit. 
That is the argument. Now, in the practical operation is there not a 
tremendous dinerence? 

I get a credit with your bank for $10,000, and I put my check book 
in my pocket, and I draw checks. There is only one place in the 
world to redeem those checks, and they do not pass current from 
hand to hand. They may pass to one man that I happen to know and 
will accept my check because he happens to know me, but to all prac- 
tical purposes those checks go back into the bank within 24 hours 
after they are issued, on the average, and the transaction is closed. 
But if you give me $10,000 of your bank notes, and I put them in my 

f)Ocket, they may travel all around the United States and be in circu- 
ation six months or a year before they get back to your bank. Is 
that not true ? 

Mr. Vanderlip. That is not true unless there is need for them for 
just that purpose. 

Senator Eeed. Let us see if that is sound. I question the soundness 
of it most emphatically, although I do not want to get into a financial 
argument with you, for I would be on very doubtful ground. Do 
you not confuse the term " need " with the man ? A man is engaged 
in a lot of wild-cat circulation. He is booming railroads that may 
never develop into paying propositions. He is buying acre property 
and laying it out into town lots and building houses, for which there 
will never be a real demand, and he needs money mighty badly. 

Mr. Vaxderltp. lie needs credit, not money. 

Senator Reed. He needs something that will pass for money, and 
therefore if he got hold of these notes he would be engaged in trans- 
actions in which he could constantly be using them ; and yet, is it 
not true that as a matter of fact, the verv^ existence of that money 
tends to promote this wildcat speculation, and is that not the trouble 
with all inflation, and is it not true of a bank note, as it is true with 
any kind of other money that circulates ? 

Mr. Vanderlip. Let me see if I can not make this very simple and 
clear. Let us suppose a community has no outside financial connec- 
tions. This community is doing its business with the exact amount 
of currency in its pockets that it wants and a certain amount of reserve 
in its bants. A wildcat real estate operator buys some outlymg land 
and cuts it uj) into lots and builds houses on them that will not sell. 
At no time during this process has that community got any more 
money in its ])0ckets than it had before, no matter how much money 
in the form of circulating notes this man might have succeeded in 
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drawing from a bank on sound collateral. He could not gel the 
not^s without sound credit. He has bought a piece of land and pai^l 
for it, we will say. with $10,000 of notes. What will any man who 
receives the notes do with them? Will he carry them around with 
him? Not at all. You know what he will do with them. He will 
take them to his bank and deposit them. They are of no value to the 
bank's reserve, and therefore they will be redeemed. 

Senator Reed. You see the trouble with that illustration is that 
you leave out of it. I think, two important propositions. In the first 
place, you have not got a circumscribed community. You nave t^ot 
an enormous coimtrv. and the note starts on its "course. Then, I 
think, that you leave out of your argument another very important 
consideration, and that is that while there mav be no more moiiev* 
but there is something that performs all the functions and uses of 
money. 

Mr. Vanderlip. Oh, but these notes do not. 

Senator Reed. They do, while they are out passing from hand to 
hand; and, as long as they are out, they might just as well be in 
money. And then I think you leave out of consideration the fact 
that when that man begins to build those houses he has bought from 
the lumberman an unnecessary amount of lumber, and he has boomed 
the lumberman's business. The lumberman who sold his lumber 
buys from the sawmill, and he has boomed the sawmill man's busi- 
ness. The sawmill man goes out to buy more timber land, and he 
has boomed the land busmess. He hires a lot of men to cut down 
trees, and they have boomed the lumber-camp business. All these 
things have boomed the grocery business, the dry-goods business, and 
the wholesale business, and you have, after all, a vast structure of 
business and credits based uj)on an original bad investment, and all 
of it carried on because there is plenty of this stuff circulating around 
that they call money. 

Mr. VANDERLIP. Based exactly as you say, on an original bad in- 
vestment — not based on the issue of notes. The bad investment could 
have gone on exactly the same with the plan of deposit credits 
instead of notes. 

Senator Reed. There is just the point I raised. This man comes 
down with security to the bank, with his own note, and he puts it 
up and the bank issues this thing that circulates as money. If the 
banker did not have the right to do that, he would have to look in 
his till, and if he did not have good hard money there the transaction 
would stop. And I can not see why — ^because we all admit that wild 
inflation brings wild results — why the bank note that goes and circu- 
lates three months, six months, or a year and gets out in almost un- 
limited quantities can not produce exactly the same result that it 
would if the Government could issue wildcat money. 

Mr. Vanderlip. That is because you believe men will carry more 
money in their pockets if there is facility for turning a bank credit 
into a bank note. I hold they will not. That is an absolutely fixed 
quantity, determined by the habits of the people. There will be no 
more money in the people's pockets under any scheme of note issue 
where there is an adequate redemption facility back of it. Those 
notes will come right back into the bank — rignt back for redemp- 
tion — the moment there is any redundancy of them. I think you 
confuse an issue of notes with an overissue of credit. 
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Senator Reed. Perhaps I do. I wanted to suggest the idea to you 
with a view to perhaps modifying yours, but I see I am not going to 
be able to do tiiat 

M^r. Yanderup. I am very earnest and honest in my opinion. 

Senator Reed. I know you are, and I am just as earnest in mine; 
and I will pass on to something else, where, whether we can agree or 
not, I can get your view. I want to ask you about the value of the 
currency system to the whole financial structure, to this large reserve 
which the Government now has, against which it issues gold certifi- 
cates and which it holds back from the banks. 

Mr. Vanderlep. I do not regard the gold back of gold certificates 
as a gold reserve at all. The Government is acting as a warehouse- 
man. 

Senator Reed. Well, call the Government a warehouseman. Is it 
of value to our financial system ? Does it add to its stability ? 

Mr. Vandeklip. Certainly it does, because it represents the gold 
certificates that are in the bank reserves. It is also true that there 
are many in the hands of the people. They are there to a much 
larger extent than they should be, because you have reduced the 
size of the gold certificate, which, in my opinion, was quite a wrong 
thing to do. The $10 gold certificate is now largely in the hands of 
the people, when it ought to be in the reserves. 

Senator Reed. The mere fact, I take it, that there is piled up an 
in^mense amount of gold, althoiigh there are gold certificates out 
against it, has a very steadying effect upon our financial system. 

Mr. Vanderlip. Not the slightest in that sense. 

Senator Reed. In what sense? 

Mr. Vanderlip. It is the fact that these certificates are in the hands 
of the banks, are in the reserves of the banks, that has the steadying 
effect, and the knowledge that the certificate is backed by gold. The 
function of the Government is merely one of physical convenience, 
just as I said in discussing the warehousing function of a clearing 
house, with its clearing-house certificates issued against the gold. 
It is thus possible to have this gold in the form of convenient paper 
instead of actual coin, and that is the only function the Governuient 
is performing. 

Senator Eeei>. I am just trying to get one question settled — ^whether 
it is a good thing in our financial system to have that gold piled up 
in the vaults of the Treasury of the United States. 

Mr. Vanderlip. It is neither good nor bad. 

Senator Reed. It is utterly useless? 

Mr. Vanderlip. No; it is not utterly useless, because it is a great 
convenience to the business of the country. We could not do busi- 
ness freely with actual money. Of course we could do it, but it would 
be an annoying thing. 

Senator JReed. I think this: I think that in view of the fact that 

fold is the ultimate money of redemption the world over, the mere 
act there was a large amount of it in the vaults of the Treasury of 
the United States, although there were gold certificates that were out 
against it, would have a tendency to inspire confidence in our ability 
to take care of ourselves. 

Mr. Vanderlip. It would have a tendency to inspire great fear 
if they thought you were going to use that gold for any purpose 
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other than the purpose of placing it in a warehouse for the redemp- 
tion of the certificates out against it. 

Senator O'Gorman. Right there, Mr, Vanderlip, is it not of great 
importance, in considering the security of our credit, that in the 
United States, whether in the Government vault or in the vaults 
of our banks, we should have the actual physical possession of a 
large quantity of the gold of the world ? 

Mr. Vanderlip. Certainly it is, but it is not of importance whether 
that gold is in the bank or whether it is in the Treasury and the 
representative of it, the gold certificate, is in the bank. It is not 
the fact that that gold has been collected in the Treasury that is 
important, but it is important that in this country, in the reserves of 
the banks, and elsewhere, there is either the gold or the representative 
of it — ^the gold certificate. 

Senator Reed. It is important that you have it in the country. 

Mr. Vanderlip. Very important; tremendously so. 

The Chairman. Mr. Vanderlip, I want to ask you a question: 
Suppose the Government were to take the gold which is now in the 
Treasury as a current fund and place it in the redemption division 
as a reserve fund, and issue against that the Treasury gold notes, 
payable in gold at Washington, and put them out in small denomina- 
tions as legal tender, would it not have a beneficial effect on the gold 
reserve of the United States ? 

Mr. Vanderlip. Well, of course, you are presuming the calling 
in of the gold certificates. 

The Chairman. No. 

Mr. Vanderlip. Why, it would have a most disastrous effect, for 
you to take the gold that is back of the gold certificates out of the 
Treasury. 

The Chairman. I am not proposing anything of the kind ; I made 
no such suggestion. What I said was that suppose the current ^old 
that is there as a part of the general fund we have now in the 
Treasury, as part of the current fund, over $100,000,000 of gold, 
and I was suggesting that the Treasury issue in lieu of that a Treas- 
ury gold note of small denomination, payable in Washington City, 
but taking the gold itself and putting it in the redemption division 
as against those notes issued in that way. 

Mr. Vanderlip. I can see no essential difference between that note 
and the gold certificate, but in making them payable in small de- 
nominations you encourage their use in the hands of the people 
instead of retention in the reserves of the banks. That is where the 
gold should lodge. The money in the hands of the people should be 
bank notes, and the gold certificates should lodge in the banks. Your 
plan would merely give a Treasury note dollar for dollar, payable in 
gold, instead of a gold certificate dollar for dollar. 

The Chairman. It would have the effect, would it not, of putting 
these notes out in the hands of the people, where they would not 
come back for redemption, and in that way leave this additional 
gold as an additional reserve against the outstanding greenbacks? 

Mr. Vanderlip. It would have that effect ; yes. 

The Chairman. And in that way it would strengthen the position 
of the Government as far as redeeming those notes is concerned ? 

Mr. Vanderlip. The position of the Government would be 
strengthened, so far as redeeming the greenback was concerned. 
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Senator Reed. How could you redeem the greenback? That is 
gold put away and gold certiiScates issued against it. 

Mr. Vanderlip. He does not propose to issue gold certificates 
against it. 

The Chairman. It is not to be a warehouse receipt, but simply 
an issue, dollar for dollar for gold, payable at the Treasury in Wash- 
ington, in gold. 

Mr. Vanderlip. Yes. 

Senator Nelson. The volume would be measured in the volume of 
the gold? 

The Chairman. But the gold would belong to the United States, 
and not belong to the holder of the notes, unless he would come in 
and bring them for redemption. They would not be a warehouse 
receipt. 

Mr. Vanderlip. No. But the notes you issued would be on a parity 
with the greenback — that is, they would have a claim of the same na- 
ture as the greenbacks against the total fund, dollar for dollar, of 
fold, to be represented by Treasury notes, plus $150,000,000 now 
ack of the greenbacks and plus the tree gold. 

The Chairman. Yes ; a claim against assets or funds of the United 
States. 

Mr. Vanderlip. Yes. 

Senator Shafroth. Mr. Vanderlip, I read an interview with you 
in the newspaper four or five weeks ago, in which you stated in New 
York there was a demand, in your judgment, for $2,000,000,000 for 
the purpose of developing water power in the United States. Can 
you tell what, in your judgment, is the legitimate demand for devel- 
opment of all kinds in the United States? 

Mr. Vanderlip. In the first place, I would like to correct the im- 
pression as to what my exact statement was. You probably read an 
address I made in regard to the development of the electrical industry 
of the country. 

Senator Shafroth. Yes. 

Mr. Vanderlip. I stated that in the next five years I believed the 
total electrical development, power stations, water power, railway 
electrification — all things incidental to the electrical business — ^might 
properly consume $2,000,000,000 capital. I believe that is a conserva- 
tive estimate. I do not say thev will, because I doubt if that amount 
of capital is readily available tor that purpose. 

Senator Shafroth. What, in your judgment, is the total demand 
for all enterprises that could legitimately be considered as good 
enterprises in the United States in the next five years ? 

Mr. Vanderlip. I would not want to make an oflThand estimate of 
that. I do know that the needs for railroad development are perfectly 
tremendous. I believe so great an authority as Mr. Hill stated they 
would equal $1,000,000,000 a year. That would seem to me to be a 
pretty high estimate. Certainly it is more than they are likely to 
get, but there will certainly be several hundred millions a year, right 
along, necessary for railroad development. 

Senator Shafroth. Well, in other lines do you think that there will 
be in fact a great deal? 

Mr. Vanderlip. We are now spending a vast amount the country 
over on building good roads. There is need for a large sum for 
municipal loans and other loans of that character. All sorts of in- 
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dustrial development will go on and will require capital. It is quite 
impossible to say, with such information as I have at hand, what 
would be a fair estimate of the total. 

Senator Shafroth. Now, Mr. Vanderlip, the difficulty with the 
national-bank notes at the present time in seeking redemption at 
Washington is due to the fact that it is not constituted a legal reserve 
of the bank, is it not ? 

Mr. Vanderlip. Yes. 

Senator Shafroth. That is the reason it comes to Washington ? 

Mr. Vanderlip. Yes. 

Senator Shafroth. And that redemption now amounts to pretty 
near the total issue every year ? 

Mr. Vanderlip. Yes. 

Senator Shafroth. If this bill goes into effect and all the State 
banks come into operation under it, the State banks would no longer 
use the national-bank notes as reserve. 

Mr. Vanderlip. No; the State bank which would become a member 
bank, presumably, could no longer use these notes as reserve, though 
it is not specifically so stated in the bill. There is merely the word 
" regulation," which is open to any construction you may choose to 
put upon it. 

Senator Shafroth. What is required of the reserves here in this 
bill is that it shall be the same as that now required for the national 
banks to keep in their vaults. 

Mr. Vanderlip. Yes. 

Senator Shafroth. Which, I take it, would not include the notes 
that are issued in this system here. 

Mr. Vanderlip. That is certainly presumable, and would surely 
be desirable. 

Senator Shafroth. Then, if State banks come in there will be an 
enormous demand for more reserve money, will there not? 

Mr. Vanderlip. No; not a very enormous demand for more re- 
serve money, because part of the reserves, which they now presum- 
ably keep in cash, could be kept as balances with reserve banks. I 
am not aware, and I think no statistics are available, as to how 
many national-bank notes are in the reserves of State banks. I think 
it is not considerable. 

The Chairman. That is reported. 

Mr. Vanderlip. That is reported? I was not aware of that. At 
any event, I do not believe it is large. 

The Chairman. That is not large. 

Mr. Vanderlip. No. That, as you say, would not make an enor- 
mous new demand for reserves. 

The Chairman. The national-bank notes in State banks and na- 
tional banks combined would not exceed $75,000,000. That is the 
reason why I was asking you about building up this reserve, because 

1 thought it would prove to be an expedient to retire that amount 
of national-bank notes, taking up the 2 percents, and putting the 

2 per cent bonds then in the redemption division as 3 percents, and 
issuing a legal-tender note in lieu of these national-bank notes, pay- 
able in gold at the Treasury, which might be used as reserves by the 
member banks. 

Mr. Vanderlip. I have two or three rather important suggestions 
I want to make before the hearing closes. 
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The Chaibmax. It b > / ijjjir..?.e^5 to Dir t.vt«. aj.o I think we bad 
wtter proceed. 

Senator Reed. Mr. Ch.n:niih7j, Mr- >T:j,.vr 5^ h^f-. ;i/id I wanted 
Iiim to have at least Z^* njii. ';fi^. 

Senator Bristow. W^^ -ir: j ly.-^-^ t\ - %i''^rT/y^:, 

Senator Seed. But h^ i* l-*«'.r.^ ^^^r. t> :', '/' .^ ;: tr;j';iL 

The Chaibmax. TLe 't.'.j..^-/^ / ^r. j;>-t ^i* uuv uun* it wjklipy, 
or might continue th*- s^^^i-^r.-. 

Senator XELSf»x. W'f^ 1:. ja r;^' ** y.:^:/ '--t j #A|^^k. 

Senator Reed. I wa- jf .;.^ •'• ^' *fyt^^^ tr,, -,. ,. , ,^^ ll^,, ^^^^.j. 

that he does have to ]i^ ^. &:. . | v-.r ,: ;.v,. a - .'*;f 1/.* ^n^i* fo di-liver, 
possibly we mi^ht h<rar }.!;•. r. v, 

Mr. Vanderlip i> iv'* j? i-jf u V Jt%> *'» t' « f ',;''U(r)i. nnd hh Mr. 
Swinne}' will *;nly la^*- 1 f^-- r- *. t.^;., } •.;,! j////r)(^ fo -\\^^i*^\ w« 
hear him now. if tLa» v.. *^ <\\-U'^or- tt, Mr \'?»/.'lHli)i, 

Mr. Vaxderlip. It :- \jfr*^\': ^H^'.^f't^-iory. 

Senator Nelst^x. Y^.t; --ir. v v^'rn ?- t/,;- }tf**'ntoou{ 

Mr. Vaxderlip. I a:- <rr/:r^!v ^t yo ;r -"r'. }"''. 

Senator Reed. IIo-k *•-.»'.-, <i- !t ;*.:;; >,.<.;. «.,f/j/<'>f<.<| (|nif vf hmm-I at 
half past 1 oclor-k. • r;^--*' ^*' i*-^ Mr \'jin'l<'rli|; ^o (ni for IIh< 
present. 

The Chairiiax. I r^-r./r.^! t;,*- foium'.t^i-i* fh^it tli'H' iirc '-nrrM' ^imi 
tlemen here from V-^n. K-^r.c^r-> hr hM-i/j^--- riM'fi frMin llml S|n|o, 
who have been advi-^i f;%^v f'Ot.'\ Mr h"?»r'l t/> Hiiy. 

It it is agreeah]^ to * r,f f'07!,rf$.ut'i'^ %t» v. ill j^nr Mr, Hwiniu'V Mow. 

Senator Reed. Th^ :It,>.[ ^ .jrt/<'-tjorj v ;i-i i\iui v.<* iimmH mI Imlf \uvi{. 
i o'clock and hear K:.v, t/.'-r.. 

The CHAttMAX. V^rv ^^11: i)M v,ill lo* iIm' onhM' IT llirn* ii imi 
objection, 

Mr. Vaxdeki.ip. I f-au i\v.','], in /iv** /niniMi'M ins I'll'. iiiitrnj y\\\\ 
have question.^ lo a-3c r;.". 

The Chairm.w, A!i r'.frr.t : ]fV(t*-f'$'t\^ Mr \'iiimI<'( lip 

Mr. Vaxdeej-if, I/. r*'jiu\ io t\n' '4u\'\nu nti I'unn loniih, | do not 
believe in a corrir;>-r'^'!?>J l;;ir»k (i;ivin^ H'mI <*t:liil«' iiMirli/iif/rf<, Priu!- 
tically, however, u.fr V.u.,^'i^\f'i\ in li<'r*'. IIimI no iMinh ►•.liiill \vm* more 
than 25 per cent oi >- ''Jif;it«l «rMl ?j/r|;lii •. for llii-. pnrpoHc, iriukoH 
it safe. I recrfTTiix^' fh" ('ou\\n*\\\vm %\\\\\ nalionnl ImnKn iir« under 
with State YjAT.'iCh in rii^* \\V«<t, and lh<* fji^'l llml thrs<» loan.s are 
perfectly .w-r-ijr^-. ;?i- a rnl<', 'J'li^'V may hv p<'rf<''tly Hcciin^ but they 
are ako perfect !y nnli'jnid, I do not l)dic\c in <*nroii raging that 
type of huh'u,^^^, fi,r t'oittuicrnu] bankh, but even with that view, I 
do not think that tlj^ rhii/w? hh b^*re drawn w ill h»ad to any disaster, 
and the limnHiu^u i- a firoper one. 

Senator Wekk«, Won't you add to the ^u^^(»^lion also that it 
limits the commen-ial bank on demand deposits? 

Mr. VAxnEKrjp. Of course; that is what I mean. A commercial 
bank havinfr demand deposits ought not to devote any considerable 
amount of its re^jurces. at least, to investment in unliquid assets 
in making unliquid loan"-. Taking up the savings-bank feature, I 
have paid no great attention to that, because in any event it prob- 
ably would not interest the large city banks. In one particular it 
is so drawn that it could not interest the large city banks. It states 
that the amount segregated as the capital of the savings departments 
fchall in no case be less tb ^ '^ or a sum equal to 20 per cent of 
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the paid-lip capital and -urplus of the naticHial bank. That would 
mean that the Xational City Bank, in order to establish a savings 
department, woiilil have to segregate $11,400,000 of its capital to 
do so. Thi> 20 |x»r cent ought to be changed, if you desire at all to 
encourage the large Imnks to have savinfir>-bank departments. It 
means a segregati(Hi of too much. A $15,000 limitation is probably 
wLse. and perhajf^ at the other end you might have a $200,000 or 
$500.<X)0 limitation. But to say that the bank, no matter how large, 
if it desires to start a savings department, must segregate 20 per cent 
of its capital and surplus is equivalent to saying a large bank never 
will do it. 

Senator Bristow. Your suggestion would be. after "$15,000,'' in 
line 6, to strike out *' or than a sum equal to 20 per cent of the 
paid-up capital and surplus of the said national bank," in the 
next two line<. and then make it read " not less than $15,000 or more 
than $200,000 •• ? 

Mr. Vaxderlip. Xo: I would let it be as much as any one want^ 
it to be. but if you feol that a large banker should not be governed 
by the $15,000 limit, then I would >ay that banks of a million capital 
should segregate 5 or 10 per cent. But to make them segregate 20 
per cent practically prohibits them from ever imdertaking the 
business. 

•Senator Reed. AMiat is the use of making any limitation at all? 

Mr. Vanderlip. None at all that I see. 

Senator Reed. What is the u^e of saying a bank should set aside 
20 per cent in the saving--bank business? Why not prohibit them 
from doing it at all ? 

Mr. Vandeblip. Oh. but it is done, to a very large degree. Every 
report of the comptroli<*r -^hows that. 

The Chairman. Then* is now $820,000,000 invested in savings- 
bank departments. 

Mr. Vanderlip. $>^20.CX)0.000, according to the last call? 

Senator Kekd. Wliat i« the amount held on deposit? 

Mr. Vandkrmp. That i^ the same thing. 

Senator Uojjah, Half of them have savings-banks departments, 
now. Just about half. 

Scuator Kked. I do not believe they have any legal right to estab- 
lish a Havings-bank department. 

Mr. Vandkrlip. The comptroller winks at it. 

Seiuitor Kkkd. Then, he is not following the law. 

Senator Nklhon. I do not believe the small country banks would 
avail tht'niselves at all of this. They prefer the ])resent system. It 
has worked well. 

Mr. Vanderlip. On page 4.>, line 11, the power is given national 
banks to act as trustee for mortgage loans. Taking that in connec- 
tion with this section. I presume that means farm-mortgage loans. 
It ought to be cleared up. I should be glad to see it extended, so 
that a national bank may act as trustee for any mortgage loan — that 
ifl, corporate mortgages. That is one of the things that a trust 
company does that a national bank can not do, and it is very profit- 
able to the trust companies. I see no reason why a national bank 
should not act as trustee in such cases. The language is not clear, 
however. 
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paiticGlar "i-pir:nf*-z.i -»rjj*!r«e :i L&* ':«wiL =<rirr^e^:t*i. Vieiore any of it 
is nsed to f«T <«!•«• f-eT* >r::^ •:«■ tx- Thit is n:-: f^> e::.n:ir5i ex- 
plained: it dc«s r-vT T-11 'txii^lT -K^liT is m-eiTii- 

SeDat^*r Stuvij^. V.rzli ->:: -^-i-iiken the f>r^:in: <iei\^rtiix^r.i if 
yon limited :i I 

ilr. Vaxi^klif. V^ry m" 1- Ani if yr.Ti do not iinv.i :i, ;he ** smel- 
ting asi'le"* Ertar^ iriilir^- 

Soiator XelcH'X- O^^i-T dx iLai lo 'c«e left •. pi:o»:-al wiih ihe 
banks! 
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Senator Xel?<«n. And o*::^ht to be iTiVjcklved ? 

ifr. Vaxdeeup- Ar.d oig^ht to be inToived. There oiijjht lo be no 
setting aside whatever. The Aldrich bill permitted the formation 
of a specific foreign bank, the stock of which could W ownoil bv th<^ 
parent bank. That made the two somewhat distinct, bnt divl m>t 
involve the capital of the national bank any more than to il«e amonni 
of the capital held in the foreign bank. I do not r\von\uuMul that 
particnlarly as the course to be followed: at any e\nMU, I call YO\ir 
attention to this as not being clear- 
Senator Xelsox. It seems to me the foreiffn branch Wnk should 
be on exactly the same basis as the domestic l^ank, 

!Mr. Vaxoeelip. I should think so. 

Senator Seed. And then they ought to have ^>n\e mean?^ of in* 
specting that foreign branch bank. 

Mr. Vaxderlip. That is provided and should exist, of <n>\u>v. Th<^ 
Federal reserve board is given power to refuse the application fx^r 
a foreign branch if there are reasons — ^that is. for any iva>oi\s it 
sees fit. All those grants of power when you do iwM kno\y how n 
board is going to act or what may be intended aiv \u\iwtrtiuties in 
the minds of the business men. You do not know what to think 
of the law when you do not know just what the law n)ean!«. 

Senator Shafroth. It can not be worse thati it i^ now* wIumh> thoy 
have no law. 

Mr. Vandermp. Oh, yes. A very unsound bankit\^ sys(om% I 
suppose, could be worse. 

Senator Shafroth. I means as to the discretion irivt>n to (ho board* 
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Mr. Vanderlip. That is perfectly true, although it might permit 
one of our competitors to nave a foreign branch and to say to us 
that we could not, and we would not like that. 

Senator Shafroth. There is no authority now to establish a for- 
eiffn bank? 

Mr. Vanderlip. None whatever. 

Senator Hitchcock. Can you not accomplish the same thing 
through a correspondent there? 

Mr, Vanderlip. By no means. 

Senator HrrcHcocK. Suppose those interested in your bank organ- 
ize a private bank in London: can you not do business with each 
other, practically? 

Mr. Vanderlip. Let us think about that. Those interested in our 
bank. That means a good many hundred people, interested in dif- 
ferent relations. Say we attach the ownership of a foreign bank to 
the stock of our bank, in some way. What shall we do? There 
would at once arise a complicated situation. You have got to have 
the intei'ev^t of the foreign branch on all fours with the interest in 
tlie pai^ut institution. You must not make it possible for a few in- 
sidei^s to own the foreign branch and juggle the United States bank 
for their benefit. That would not be wise or desirable. The interests 
of the two must be on all fours; they must, in some way, be part of 
one anotlier. It may be either bv a branch, provided here, with a 
clear understanding as to what *^ setting aside the capital" means, 
or by the establishinff of an^entirely distinct foreign bank, all of the 
capital stock of whicli is owned by the national bank that considers 
it a branch. 

Senator Hitchcock, Can a State bank in New York have a branch 
in London f 

Mr. Vanderlip. It can and does. Several of them how have; also 
in Berlin and Paris, 

Senator HrrciicocK. That is one of the advantages they have, the 
State bank, in Xew York City? 

Mr, Vanderlip. Yes. 

Senator Xelsi>n, It seems to me, Mr. Vanderlip. in order to help 
our foi'eifirn commerce, our branch banks in foreign countries, for 
instance. In London, ought to be of such a character that the accept- 
ance of that bank which would represent the foreign bank in this 
cinmtry. should be of such value that their acceptance would be as 
good as the acceptances of the foreign bank. 

Mr. Vanderlip, And to have it of value, you must have all of the 
capital stock back of that acceptance — the whole strength of the bank 
must be back of it. 

Senator Xelson. Yes: the whole strength of the bank must be 
back of it. For instance, I had a case here of importing coffee 

Senator O'Gormax unterposing^ . Senator Xelson, I call your at- 
tention to the fact that it is now nearing V2 oVloct when the Senate 
meets, and you want to be there. 

Senator Nelson. Yes: I will not ask any fiurther questions now. 

The Chatkhax. The committee will stand adjourned imtU half 
past 1 oVlock. 

(Thereupon, at 11.55 o'clock, a. m., a recess was taken until 1.30 
o'clock p. m. 
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AFTER RECESS. 

STATEMENT OP FRASK A. VAlTOEBIiIF— Continued. 

Senator Bristow. Mr. Vanderlip, I understood you to say that you 
believed national banks ought to be permitted to establish branches. 
You limited it to the cities where they were located, but I inferred 
tliat in your judgment you thought that limitation was not really 
necessary, but probably you thought you could not get more than 
tbat because of the prejudice against it. Do you believe there ought 
to be such a limitation? 

Mr. Vanderlip. I would not use the word "ought." There is no 
inherent right of a national bank to have branches. I think it would 
be desirable for the bank to have branches in the city in which it is 
located, and desirable not altogether from the bank's point of view, 
but desirable from the point of view of the citizens of the city, from 
the point of view of properly conducting the bank's business, and 
of giving to all the citizens of a large city the facilities of a large 
bank. 

In regard to branches elsewhere than in the city where the bank is 
located I think, from the bank's point of view, the weight of evi- 
dence would be that it would react in its favor if it had a right to 
have branches anywhere. I think there are some factors of weakness 
on the side of a bank having branches, .but on the whole I think 
many large banks would welcome the opportunity to have branches. 
I do not regard it as their right. 

Senator Bristow. That would reduce the number of national 
banks, would it not? 

Mr. Vanderlip. I should think it would very much reduce the 
number of fly-by-night private banking institutions in a city like 
New York, where we have banks started that get the money of 
rather ignorant depositors and frequently fail to pay it back. 

Senator Bristow. Why would it reduce that kind of banking es- 
pecially ? 

Mr. Vanderlip. Because it would bring the branch of a well- 
known bank in competition with a little private bank, or with a 
little State bank, or even with a small national bank, and it would 
give the strength of a great institution to that branch, just as much 
as to the parent bank. 

Senator Bristow. Do not your State laws protect the people from 
these spurious banks? 

Mr. Vanderlip. No, sir; they do not protect the people from a 
private bank. 

Senator Nelson. You have private banks in New York ? 

Mr. Vanderlip. There are a great many private banks on the 
East Side of New York City. 

Senator Nelson. Protected under your State law? 

Mr. Vanderlip. Yes, sir. 

Senator Nelson. We have abolished them in Minnesota. 

Senator Bristow. It would add to the power and strength of the 
large banks, would it not? 

Mr. Vanderlip. It would add to their size; I am not certain it 
would add to their power and strength. There is great strength in 
having all your resource^ "Tif1«*T one roof. 
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Senator Bristow. Is not a big bank more powerful than a small 
one ; does it not control vaster resources ? 

Mr. Vanderltp. Yes; but a bank is not so very powerful, except 
to do the right thing, because, no matter how big you are, you are 
not powerful enough to make a bad loan. 

Senator Eeed. And make it into a good one. 

Mr. Vanderlip. You could make the loan, but you could not col- 
lect it. 

Senator Shafroth. I have known banks to make loans to parties 
wlio would pay nobody else but the bank. I have known of that 
freauently. Is that not a good influence, a good power to exercise? 

Mr. Vanderlip. The bank probably had collateral which made that 
necessary. 

Senator Shafroth. I have seen them do it without collateral. 

Mr. Vanderlip. They probably wanted to establish some connec- 
tioHH in the future. Of course, there was probably some hope of 
reward in it. 

Sciuitor liRiflTOw. Do you think that the democratic system of 
Imnking that we now have — that is, where it is so widely diversified, 
whcro \\wvo are so many different individuals engaged in it, is it 
(l<*hirttt)l« or imdosirable? 

Mr. Vanderlip. The whole question of the respective merits of 
n ((i^twrnl briiiich banking system, and the present democratic prin- 
i'\\)U\ \H H cIoHrly debatable one, with some excellent reasons on each 
hUU\ 

'i'lic brauch Hystem will tend to equalize rates. It will take the 
fiinclH of a low-interest community into a high-interest community. 
It ItMidH toward stability. It gives to a new community a sound 
liunk. It gives to the managers of branches experience that would 
be valuable in a new community, where otherwise a bank might be 
organized by people without banking experience. 

The Democratic principle gives a local interest in the bank, gives 
the management to people who thoroughly understand local condi- 
tions and local character, and keeps the money of the community in 
the community where it originates, which may be good for the par- 
ticular community, but is not, I would say, for the best good of the 
whole country if there is a surplus of funds there. Those, I think, 
are the chief arguments on each side. 

Senator Bristow. Do you think it is desirable, especially in the 
banking business, that the bank should have the local friendship 
and good will of the people with whom it comes in daily contact in 
the management of its business? 

Mr. Vanderlip. It is always desirable for a bank to have the 
friendship and good will of the community where it is doing busi- 
ness. It is not at all impossible for a branch of a great bank to 
have that friendship and good will if that branch has been conducted 
in a broad-minded way. 

Senator Bristow. But it would rob that bank largely of the indi- 
viduality which it now has, would it not? 

Mr, Vanderlip. Undoubtedly. It makes it a part of that great 

bank. 

Senator Bristow. It would be more mechanical in its operations 
than it is now and have less personality in it? 
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Mr. Vandeblip. I would say, perhaps, it would be less sentimental. 

Senator Bristow. Do you not think it would take from a srreat 
many men the opportunity of initiative in the building up of a busi- 
ness of their own? 

Mr. Vanderlip. I do. I think there is a distinct advantage on 
the Democratic side in interesting the best men in the local ci>mmu- 
nity in the conduct of the bank. That, perhaps, is the great argu- 
ment for our present system as against the branch-bank system, and 
it is an argument of weight. 

Senator Bristow. The branch banking system existing in Euro- 
pean countries will result in very large banlcs ? 

Mr. Vanderlip. There is one bank in England with COO branche*?* 

Senator Bristow. And how much in deposits ! 

Mr. Vanderlip. About $400,000,000. That is the London City 
and Midland, which is now the largest bank in tlie world. 

Senator Bristow. And there are other banks that approach that 
bank? 

Mr. Vanderup. Yes, sir; both in England and on tJie Continent. 

Senator Bristow. What are the deposits of your bank? 

Mr. Vanderlip. Recently it has been running about $-250,000,000 
gross and around $200,000,000 net. 

Senator Bristow. You have the largest bank in the United States? 

Mr. Vanderlip. Yes, sir. 

Senator Bristow. If the branch banking system that prevails in 
England prevailed here, it is fair to presume that your bank would 
be very much larger than it is now, would it not ? 

Mr. Vanderlip. If we had embraced the branch -bank idea, I should 
say it is fair to presume it would be larger. You see, the banking 
resources of the country have gi'own very much more rapidly in per- 
centage outside of New York City than in New York City. 

Senator Bristow. There is another matter that I am interested in 
having your views on, Mr. Vanderlip. I have observed that the gen- 
tlemen who have been before us so far — the bankers — are very tena- 
cious for commercial paper to be made a basis for currency, addi- 
tional currency that is issued, and rediscount, etc. It seemed to me 
that they have more interest in the enactment of legislation that pre- 
serves or maintains or promotes the branch of the business which is 
conducted in that way, by short-time loans. Now, we have got just 
so much currency and money. Most of you gentlemen seem to resent 
the idea of long-time paper, mortgages, or securities of that kind 
from being used in this way, which is a distinct advantage to the 
security. It makes it more desirable and therefore will have a tend- 
ency to lower the rate of interest. The more of the country's re- 
sources or its money that is used in handling commercial paper, the 
smaller amount of it there will be used in these investment loans, 
will there not? 

Mr. Vanderlip. Yes, sir. 

Senator Bristow. England is pointed to principally as a model 
country by some people. Now, in a country like ours, where we are 
a producing Nation more than a commercial Nation, do you think it 
is to the best interests of the country as a whole to favor the com- 
mercial end of our affairs more than the productive part of our 
affairs ? 
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Mr. Vanderlip. No question that has been asked would permit me 
to make an answer that I am clearer about or that I feel more cer- 
tain that my answer will be right. 

Any other conception than a conception that you say the bankers 
have generally given here, that commercial paper should be favored, 
is a misconception of the function of a bank. It is no part of the 
function of a bank holding deposits repayable on demand to use 
those deposits in any form that will tie them up in an unliquid shape. 
The test of a proper bank loan is the self -liquidating character of 
that loan within a reasonable period. I have already explained mv 
view of a self-liquidating loan, and I think you are familiar with 
that. That is the test of sound banking. You can vary it to some 
extent by employing some of your capital in the purchase of real- 
estate mortgages, and, as I have said, the section that will permit a 
country bank to employ half of its capital in the purchase of such 
mortgages is not altogether sound, judged on a scientific basis, but I 
believe is not dangerous. A city bank can use some of its funds in 
investing in corporate securities. They are better for the purpose of 
investment than some real-estate mortgages, not because they are 
more liquid — in that respect they are exactly the same as a real- 
estate mortgage — but because they have a larger market. But neither 
is the ideal investment for a bank. 

Banks are the great debtors of the country, not the creditors. You 
asked me what our deposits are, and my answer means that we have 
subject to demand between $200,000,000 and $250,000,000. We are 
the great debtor of this country. No institution in America owes so 
mucli money on demand as the National City Bank. Therefore the 
National City Bank must keep its investments in liquid form in 
order to meet that demand obligation. It is not because of any dis- 
crimination against the character of a real-estate mortgage that we 
do not take it, in so far as the safety of that mortgage goes. The 
discrimination comes entirely from the lack of liquidity, the fact that 
it can only be turned into money by selling it to somebody else; 
that it will not in course of manufacture or transportation or con- 
sumption or the distribution of goods in any form liquidate itself. 
That is the ideal loan, and when a bank gets away from that it is 
getting on dangerous ground. It can get away from that by putting 
some modest percentage of its capital into real-estate loans or by 
taking a note of a railroad corporation or some large industrial cor- 
poration, but any loan that will not liquidate itself is not ideal, and 
if it is taken to a large extent is a dangerous element in the assets of 
a bank. 

Senator Bristow. Now, Mr. Vanderlip, I can see the force of your 
argument, if the bank's business is connned to these deposits due on 
demand. But, contrary to the law, as Senator Reed suggests, national 
banks have gone into the savings-bank business, and the money which 
is deposited in the savings department of these banks is used in the 
commercial business, and objection has been made here that to de- 
prive them of the savings-bank department would be unjust, and that 
the provisions of this bill would take out of the commercial business 
the deposits in the savings department of the national bank. 

Mr. Vanderlip. You have raised a fair point there, and it is proper 
to take out of the commercial deposits deposits that are held on time 
and devote them to some other class of business. We have, of course, 
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great savings banks in New York. Their loans are wholly of the 
type of business that I am describing as undesirable business for a 
bank. 

Senator Weeks. For a commercial bank? 

Mr. Vanderlii». For a commercial bank; yes, sir. A savings bank 
in New York never invests in commercial paper; it always invests 
in real-estate mortgages or the bonds of corporations. 

Senator Nemon. There is another thing, Senator Bristow. You 
seemed to make a distinction a while ago between what you call com- 
merce and trade and production. Now, we must not overlook tlie 
fact that commerce is the handmaid of production. The moment the 
farmer takes his wheat to the elevator and sells it and it is shipped 
that moment it enters the field of commerce, so that commerce is the 
necessary handmaid and appendage of production. It would not do 
a manuiacturer any good to manufacture goods and leave them in 
the warehouse. He has got to put them into trade, so that production 
and commerce must go together, hand in hand. 

Senator Bristow. I understand that. Senator, but in a country as 
vast as ours is, with undeveloped resources, it seems to me, with my 
limited experience and observation and study of the subject, that we 
can not shape our financial legislation after that of a country like 
England, whose business is commerce and very little production. 
We have, it seems to me, got to take that into consideration and 
give great weight and encouragement to that line of investments 
that will result in production. If you do not have production here 
you will not have commerce, because we are not situated as England 
IS. And that is why I have, in the questions I have been asking, 
given more consideration to these investment securities than others, 
because it seems to me, when the national banks, which are com- 
mercial banks, which are supposed to deal in commercial paper and 
credits that relate to commerce, are permitted to draw from the 
normal and natural resources which would go to the banks that 
handle this other kind of security, then you have got to give an 
opportimity for the national banks to invest in those securities, or 
you will discriminate against those securities. It is proposed here 
to permit trust companies and State banks, which can invest their 
funds in this other kind of securities, to become a part of this system. 
And they go into the commercial business. It seems to me that if 
we are going to merge all of these banks into this system so that 
they are all in commerce, then they ought to be permitted to go into 
the other line of investments, or you discriminate against the one 
and encourage the other. Do you think, Mr. Vanderlip, consider- 
ing this from the standpoint of commerce and the handling of com- 
mercial paper, that a trust company or savings bank ought to be per- 
mitted to become a member of it ? 

Mr. Vanderlip. I think it is extremely desirable to have all banks 
doing a commercial business become members. If trust companies 
do a commercial business in addition to their trust business they 
should, if possible, be induced to become members. There is no 
reason why a savings bank should be a member. 

Senator O'Gorman. There is no likelihood of a State savings bank 
seeking membership? 

Mr. Vanderlip. I should see no reason why they should, at all. 
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Senator O'Gorman. Do you think it would be a wise policy to 
confer the benefits proposed in the new banking system upon the 
State banks and trust companies which are denied the national 
banks ? 

Mr. Vanderlip. The corollary of that proposition is that national 
banks will surrender their charters and take out the more liberal 
State charters. 

Senator O'Gorman. What would you think of enlarging the pres- 
ent functions of the national banks m order to create some uniform- 
ity with respect to the functions of the two classes of banks that come 
in under this system? 

Mr. Vanderwp. I think that will be necessary if the national 
banking system is to be saved. 

The Chairman. I would like to put in there at the end of Mr. 
Vanderlip's remarks an abstract of the powers exercised by each of 
the State banks under the 48 States, which will give the committee 
access to the precise powers which they enjoy. 

Senator O'Gorman. Suppose we should enlarge the power of the 
national banks and yet not confer all the powers now enjoyed by 
State institutions in order to bring about this uniformity that I speak 
of, do you think it would be practicable to have the reserve board 
establish by resolution certain restrictions and limitations upon the 
powers now given State institutions under State law ? 

Mr. Vanderlip. It would be perfectly practicable, but the nature 
of those restrictions established by the board would determine 
whether or not the State banks joined the system. This particular 
matter should be covered by specific statute as completely as possible. 

Senator O'Gorman. I understand you would have to make it fairly 
attractive to the State banks. 

Mr. Vanderlip. If there were anv practicable way of separating 
the functions of a commercial bank from those of a trust company, it 
would be desirable. I see no way in which you can do that. I think 
there are pretty sound arguments why those functions should not 
be united in the same institutions — not determining reasons why they 
should not, but there are some reasons why the functions of a trust 
company and a commercial bank should not be united. You are, 
however, facing the problem of driving your national banks to sur- 
render their charters and take out State charters where those func- 
tions are united, and I am inclined to think you will have to liberal- 
ize the charter of the national banks to approximate the powers of 
the State bank or you will lose the national banks from the system. 

Senator O'Gorman. Other things being equal, what, in your judg- 
ment, is the advantage in having a national bank charter now instead 
of a State bank charter? 

Mr. Vanderlip. Do you mean now or under a provision of such a 
nature ? 

Senator O'Gorman. Now ; ignoring the pending bill. 
Mr. Vanderlip. There is some profit in taking out national-bank 
notes, and there is considerable profit in holding tne deposits of other 
banks. There is some small sentimental reason in the confidence that 
the examination gives to a bank holding a national charter. Those 
are the principal reasons. 

Senator O'Gorman. Then, among other reasons, you think there 
is some prestige attached to the national charter? 
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Mr. Yanderlip. I think there is in a small place. I do not think 
there is in a great city like New York. There was formerly some 
profit for bai^s in Government deposits, and there is now a littlci 
with the interest rate chatted, but not much. 

Senator Nelson. There is one thing, if you will allow me, Sena- 
tor, to call your attention to, in this connection, and that is while 
scientifically it may be proper enough, it may be the right thing. 
to separate a savings bank and a trust company from a commercial 
bank, it is utterly impossible in these small country towns, towns of 
1,000 to 10,000 people. A bank there, in order to oe successful, and* 
to accommodate the wants of the people, must be prepared to do 
all kinds of that business — commercial business, savings business, and 
in some form a trust business — and a bank can not exist without doing 
it. There is not enough business in these towns to keep a bank alive 
doing just one kind of business. It has got to be done altogether. 
You realize that fact, do you not, Mr. Vanderlip ? 

Mr. yANDERLip. Perfectly. 

Senator O'Gorman. Now, Mr. Vanderlip, what would you sug- 
gest, in your judcment, ought to be the modifications in the charter 
of the national bank with respect to the increased functions that 
might be conferred on national banks? 

Mr. Yanderuf. Senator Eeed has already asked me that question, 
and I have suggested I would like to consider it carefully and com- 
municate promptly with the committee my views. 

Senator O'Gorman. I would be very glad to have you do it. 

Mr. Vanderlif. I will do that promptly, after having given it 
careful consideration. 

Senator O'Gorman. I think, in the same connection, if you will 
give your views as to what powers now enjoyed by State banks apd 
not conferred on national banks might be curtailed without making 
this system unattractive to the State banks, it would be beneficial 
to the committee. 

Mr. Vanderlip. Yes; I thing I comprehend the point. 

Senator O'Gorman. Of course, the general idea is, as I have 
already suggested, that if these two systems of banks are to come in 
under this new system, we must, as far as possible, have uniform 
privileges and rights enjoyed by State as well as by national banks. 

Mr. Vanderlip. Yes. 

Senator Bristow. We have asked a number of witnesses to prepare 
amendments to the bill which they would recommend and furnish 
them to us for our consideration when we take the bill up. Why 
would it not be well, in connection with these requests, for Mr. 
Vanderlip to submit a modified bill as he thinks it ought to be. 

Senator O'Gtorman. If you will take the time to do it, it will aid 
the committee. 

Mb*. Vanderlip. I know of nothing so important for me to do. I 
will do it with great pleasure. 

Senator Nelson. I want to suggest to you, Mr. Vanderlip, about the 
number of regional banks. If you do not have one, it seems to me 
if you have more than one it ought to be five ; it ought to be one for 
each of the central reserve cities we now have, and one for New 
Orleans and one for San Francisco. That, it seems to me, ought to 
be the plan, if you have more than one. I think one is best, as yoa 
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do, but it seems to me if you do not have one, then you ought to have 
that distribution. 

Mr. Vanderlip. It would be vastly better than 12. 

Senator O'Gorman. I did not get that last question of yours, Sen- 
ator Nelson. 

Senator Nei/SOn. I said if you limited the number of national 
banks, reduced it from 12 to a minor number 

Senator O'Gorman (interposing). You mean regional banks? 

Senator Nelson. Regional banks. I think the reduction should 
be to five, and I put it on this ground : We have three central reserve 
cities. New York, Chicago, and St. Louis. They should undoubtedly 
be regional bank centers. Now, in addition to that, I think New 
Orleans ought to be one place and San Francisco, on the coast, the 
other. That is my notion about it. 

Senator O'Gorman. In your judgment, Mr. Vanderlip, would five 
regional banks, under the general features of this system, be pre- 
ferred to one national discounting reserve bank here in Washington, 
with branches throughout the country? 

Mr. Vanderlip. No ; I would much prefer one. 

Senator O'Gorman. Why? 

Mr. Vanderlip. I think there are profound reasons. 

Senator O'Gorman. Will you state them, if you have not already 
done so? 

Mr. Vanderlip. I have already gone into that pretty fully. 

Senator O'Gorman. Then I will not ask you to state it again. 

Senator Bristow. As I understand, I think, having your question 
in mind. Senator O'Gorman, Mr. Vanderlip suggested that one would 
be preferable, but he did not understand fully just the kind of Fed- 
eral reserve and discount bank that you suggested to one or two other 
witnesses. Senator O'Gorman suggested on another occasion, as 
I remember it, that we have one Federal reserve and rediscount bank, 
supervised by this board. 

Senator O'Gorman. By a Government board, with a supervisory 
council for the bank. 

Mr. Vanderlip. That brings a new element into the matter. That 
makes the Government officials judges of the paper that is being 
rediscounted, and I would disapprove of that. 

Senator Bristow. How is that? 

Mr. Vanderlip. I say that brings a new element into the situation, 
that makes the Government officials judges of the paper that is to 
be rediscounted. In the system that is built up in this bill there 
is a board of nine men, three of whom are bankers, directlv elected 
by bankers, and three of whom are business men, directly elected by 
bankers, to pass on the paper that the central reserve banks are to 
rediscount. That I regard as a very important feature, that you 
shall have bankers pass on this paper. I think there would be grave 
objections to having Governmental officials passing on the paper 
offered for rediscount. Those objections are on the ground of the 
training and the experience of the officials. 

Senator Bristow. Well, I can see the force of that suggestion. 
But suppose these Government officials are bankers that managed the 
central banks; that it is their business to run that bank, and the 
branches are conducted by men who are bankers and whose business 
it is to pass upon the paper which they discount. 
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Senator O'Gorman. And are familiar with the conditions of the 
several localities. 

Senator Bristow. And must be familiar with the conditions. Do 
you not believe that if this board has the responsibility of the 
managing of the Federal reserve bank, and comes in relation with 
the banks of the country, with which it is doing business, that you 
will get better service out of them than if they are simply a board here 
supervising at a distance, which they necessarily would, the opera- 
tions of the 12 banks, and to whom complaints are made and con- 
troversies are taken up and discussed? They necessarily would not 
be familiar, as they should be, with the questions that will come 
before them. 

Mr. Vanderlip. You will get better service out of your Federal 
reserve board; yes; but the total of service you get out of the Fed- 
eral reserve board and out of the board of the regional banks, as it 
is provided to elect them, by the bankers, six out of nine, at least, 
would be greater than the service you would get out of such a board 
as you suggest. 

Senator Bristow. What part of the service which these gentle- 
man would render would be more efficient, do jou think — the duties 
that they would perform ? There would be, we will say, a branch at 
Kansas City, this Federal reserve and discount bank, and probably 
one at Wichita, Kans., and one at Omaha, where the reserve banks 
are now. The business of these men in charge of these Federal 
branches would be to accommodate the banks in the community, 
whether they were members or not. 

Mr. Vanderlip. You have very well outlined the objections to 
the branch banking system in the earlier questions that you asked. 
Could you not apply those same objections to such a proi:)osal as 
you now make? 

Senator Bristow. No; it is not a banking institution, except it 
deals with banks and banks only, and it is there to help the banks 
when they need help upon their application. 

Mr. Vanderlip. And to be a judge of the credits of those banks 
and of the collateral they offer. I think a board selected from among 
bankers — ^made up of practical bankers in part — will render that 
service and will execute that judgment better than will a board of 
Government officials. 

Senator Bristow. Even if those officials were the same bankers? 

Mr. Vanderlip. Yes; even if the officials were the same bankers, 
because they will become dissociated from the active work. Of 
course, if they were the same bankers, certainly for a time they 
would probably perform the functions in the same way, but they 
would not be the same bankers. You can be pretty certain of that. 

Senator Nelson. Let me suggest what I think would be a solution 
to the matter suggested by Senator O'Gorman: Have one central 
reserve bank, under control of the Government boards, and have a 
discount committee; have provision made for a discount committee, 
consisting of nine, appointed in the same manner as these managers 
of the regional banks, and let that committee pass upon discounts, 
subject, as the regional banks are now, to the supervision of the cen- 
tral board. Could it not be solved in that way ? 

Mr. Vanderlip. That seems a very sound and practical sugges- 
tion, to meet the parti<^ 
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Senator O'Gorman. What would be the difference in the judgment 
of those nine men, constituting the so-called discount committee, 
sitting here in Washington, and the judgment of seven men, consti- 
tuting the officers of the Federal reserve board ? 

Mr. Vanderlip. I do /not think you have understood the sugges- 
tion as I understood it at least. The suggestion is that this discount 
committee is composed of bankers, elected by bankers, but its func- 
tion is only to pass on the question of credit, and the Federal board 
would be constituted as you suggest, and would be the power oper- 
ating the bank. 

Senator Nelson. The discount committee would be constituted in 
the same number as the managers of the regional banks. That is, 
there would be three of the discount committee Government ap- 
pointees and six would be bank appointees. 

Mr. Vanderlip. And the duty of that discount committee would 
be to pass on the character of the collateral oflPered, and the Federal 
board would then take up the question of loans. 

Senator Bristow. Now, Mr. Vanderlip, I am going to be perfectly 
frank with you as you have been with the committee. What I am 
trying to get away from is the power which certain great dominating 
interests in this country have to veto security that I think is good 
but which interferes with their business and their interests, and I do 
not believe there would be any objection to a central bank in the 
United States if there was not a belief that I think well-grounded 
and wholly justified, with all due respect to your opinion, that there 
are certain interests in this country that do control credits and can 
veto a legitimate and proper loan, if that loan will interfere with 
their interests. I may be mistaken, but I believe that nine-tenths 
of those who are studying the question believe a central bank with 
branches, that would not interfere with the legitimate conduct of the 
banking business we have, but supplement and strengthen it, would 
be very desirable ; and if it could be gotten away from any possibility 
of such control, so that no doubt can rest in the mind of one of sus- 
picious mind, I think we would all be for it. 

Senator Nelson. Now, you see under this plan, Senp,tor Bristow, 
of a central institution, tne discount committee would pass on the 
quality of the paper, but whether the loan should be granted by the 
Dank and currency issued, would be under the control of this general 
board. 

Senator Hitchcock. Senator Bristow, let me ask you a question. 
In referring to the loans that you have in mind there, are you not 
forgetting wiat those loans are generally for the purpose of big enter- 
prises, and are in the form of a permanent advance on bonds, whereas 
the only paper that can be put up with the reserve bank^ whether a 
regional bank or a central bank, is commercial paper which is liqui- 
dating ? 

Senator Bristow. Yes 3 but you know I have very pronounced ob- 
jections to the plan that is outlined here in limiting the paper that is 
to be given advantages under this system to this commercial paper. 
I thinK that is unjust and discriminatory against other investments. 

Senator Hitchcock. What I object to is the 90-day paper, which 
is specified in this bill, 
mator Bristow. Yes. 
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Senator Hitchcock. You feel and I feel, as we both live in the 
West, that we have commercial paper out in our region which* I 
might say is indigenous, which is cnaracteristic of our region. It 
is much longer than 90 days. It is 4, 5, or 6 months paper 

Senator Nelson (interposing). Or for a vear. 

Senator Hitchcock. Or it may be for a longer time. But it is to 
all intents and purposes commercial paper, by reason of the fact 
that it liquidates itself out of the transaction from which it arises — 
that is, paper which represents loans to men who have cattle and f e6d 
those cattle during the winter and market them in the spring, and 
the funds thus received liquidate the paper. 

I think if the bill is so extended as to cover that class of paper it 
would be an improvement. 

Senator Bristow. That would be a very great improvement. I 
admit that. I will not take up the matter of the subtreasuries, be- 
cause that is Senator Hitchcocfe's special notion, and I think a very 
good one, and he can present that very much better than I can. 

I am very much interested in the statements made by Mr. Fowler 
before the committee the other day, and the statement which he sug- 
gested, if it were practicable, would seem to me to be a very good 
one — that is, of leaving the banking situation just as it is, so far as 
the organization of the banks goes, and permitting a bank to issue 
currency. 

Senator Nelson. On its assets. 

Senator Bristow. On its assets, when it is needed. And he illus- 
trated it, when being interrogated by Senator Nelson. His idea was 
in this way, that if a customer came to a bank and wanted to borrow 
$10,000, he gave his note for the $10,000. That was a loan which the 
bank was perfectly willing to make. 

Senator Nelson. A good loan. 

Senator Bristow. A good loan. He wanted a part of it in cash 
and a part of it to leave subject to check. He took $5,000 in currency 
and left $5,000 subject to check, and he took a check book to check 
against his account, and the currency he took was the bank's notes 
which, according to Mr. Fowler's system, were secured by a 5 per 
cent deposit with the Government — a lien on the assets of the bank 
and on its assets, the capital stock and so forth, and which he pro- 
nounced would ue perfectly good. This 5 per cent fund that was 
collected was to be a ^aranty fund against these notes collected in 
the Treasury, and his idea was that only so much currency would be 
used as the commerce of the country demanded, and that it would be 
automatic — if a man wanted currency he could get it. What would 
you think of a system like that ? 

Mr. Vanderlip. The last proposition is so perfectly true that I 
wish you. could all recognize it, that there would be only so much 
currency used as is wanted. I have referred to it a number of times, 
and I just want to emphasize that point. The most important thing 
that we need, however, the thing I referred to when I began this 
examination yesterday, is the mobilization of the reserves. Such a 
plan as you outline there makes no reference to it. The next thing 
is the elasticity of currency — an important thing, but not so impor- 
tant as mobility of reserves — the amassing of reserves in a single 
reservoir. That is what you must get in some form into a bill if it 
is to be correct. That p^^^'^^^^^xi makes me think that I heard mv- 
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self severely criticized in the Senate during recess for having said 
in* an interview that you must do this or that. Of course you know 
when I say you must do a thing, I mean you must do it to make the 
bill harmonize with what my views are of correct legislation. I do 
not sit here or talk to newspaper reporters, and say that the Senate of 
the United States must do this or that. I have a little sense left, and 
certainly enough to guard me from such a foolish position. 

Senator Bristow. I was interested in the suggestion you made 
yesterday, which conveyed the idea to me that we ought to reduce 
the amount of national-bank notes that are now out, if this system is 
adopted, because any additional notes would make too much currency. 

Mr. Vanderlip. We certainly have currency enough for a normal 
period. It is only in the exigencies of a crop-moving period that 
we need any more currency. Unless you will reduce the bank-note 
currency we now have, you will not be able to provide true and com- 
plete elasticity by means of your new note issue. 

Senator Bristow. You think the new note issue would not be taken 
out? 

Mr. Vanderlip. Yes; it would not be taken out, except for the 
peak of the load, except for that season where an excess is needed. 

Senator Bristow. What harm comes — ^you say you would take it 
out for the peak and drop it after the work it does is ended. What 
harm is there in stopping there ? 

Mr. Vanderlip. One of the harms is that these several reserve 
banks ought to have the earnings that would come from such ability 
to issue currency. Another of the harms is, I am inclined to believe, 
that we have a redundant currency at certain seasons. You might 
challenge me to prove that, and I might have some diflSculty in 
proving it. Certainly if there is a variation of $200,000,000 to 
S>»^00,0()0,000 in our notes, then we are either redundant at one season 
or very scant at another. Now, we are going through the crop- 
moving season without any strain whatever for currency. Appar- 
ently we have ample currency to go through this crop-moving sea- 
son. We have had some addition to it by the deposits which the 
Secretary of the Treasury has made, but if we had currency enough 
to conduct business at this season of the year, we have altogether too 
much currency to conduct business next March. We can not get 
away from that. There is where the harm comes. That is where you 
would fail to get true elasticity unless you took away some notes and 
made room for new notes. 

Senator Hitchcock. If the currency is redundant next month, will 
not the inevitable result be the exportation of gold ? 

Mr. Vanderlip. That is certainly the tendency. 

Senator Hitchcock. Will not that relieve the situation? 

Mr. Vanderlip. It will relieve it ; yes. 

Senator Hitchcock. And will not that gold come back to us again, 
when the stress on the currency is there? 

Mr. Vanderlip. Yes; except that it does not flow with perfect 
freedom. There is harm done to the trade in the exporting and im- 
porting movement. It would be so much better for trade to have 
you retire the notes than to have a movement of the gold, and then 
have the difficult conditions which attend the bringing of that gold 
back. We can issue a bank note very easily ; we can not always im- 
port gold easily. We can retire that note very easily, and it is ex- 
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pensive to export gold. Expansion and contraction should be pro- 
vided for Tfrthe-net«»,"tmd not in the expansion and contraction of 
the volume of gold. 

Senator Hitchcock. With the volume of currency dependinjg 
wholly on the commercial paper, what would guarantee that against 
inflation? ^ 

Mr. Vanderlip. The guaranty of redemption, the fact that the 
note does not count in reserves, but will be turned in for redemption 
by the bank as soon as it comes in and the certainty that there is a 
no more fixed thing, no quantity that you can influence less by your 
legislative acts than the amount of money people will carry in their 
pockets. You might start with that as a fixed thing, but you really 
haven't anything to do with it. 

Senator Hitchcock. You have already stated to the committee 
these notes will be accepted by 17,000 State banks as reserves. 

Mr. Vanderlip. There is one of the troubles and weaknesses which 
I have no suggestion for removing, unless you can bring State banks 
into the system. 

Senator Hitchcock. Some even advocate making them available 
for national banks as reserves, 

Mr. Vanderlip. I can not agree with that view. 

Senator Hitchcock. And is there not some danger, in a currency 
based on commercial paper, that at certain times the country will 
become very venturesome and the demands for loans extensive ? 

Mr. Vanderlip. It is not money in the hands of the people that 
makes the country more venturesome; it is the ability to obtain credit. 
If this bill were drawn so as to be dangerous on the side of the ex- 
pansion of credit, then I would say, " Beware." Now, it is so drawn 
that there can be a great expansion of credit, but I do not believe it 
will be too great, because I do not believe the bankers will permit 
this power to be unwisely exercised any more than at the present 
moment. The national banks have 60 or 70 millions in excess re- 
serves, but they do not loan because they have that excess reserve. 

Senator Hitchcock. Is it a matter of caution, of timidity, that 
now restrains the. bank, often, from loaning money when there is 
quite an urgent demand? And if you take away that timidity, bv 
giving a bank a resort it can go to with commercial paper, won't 
you remove the restraint and throw down the bars and permit a 
bank to lend money to borrowers to whom it would not lend if watch- 
ing its reserves? 

Mr. Vanderlip. Undoubtedly a bank will feel freer if it has a ce^- 
tral reserve bank to go to to rediscount than it does now. You have 
to depend on the good judgment and conservativeness of that bankeh 
If he feels he can rediscount any time, anything he has, and he is a 
reckless man, he will loan too much. But you will have as a governor 
the power of control of your regional reserve bank board, and of the 
Federal board. That is why I said that theriB is not an authority 
given to this Federal reserve board which it ought not to have. My 
objection is to the constitution of the board and not to the authority. 
If the bankers in a locality are getting reckless, if they are loaning 
more because they can rediscount than is wise for them to loan, 
there ought to be some authority higher up which can put a restraint 
on them. 

Senator Hitchcock. Would you have it in the reserve bank? 
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Mr. Vanderlep. It will be in the reserve bank, and I would have it 
lall the way up. -I can well imagine, with as many as 12 reserve 
banks, you might find one with the territory represented getting less 
conservative than it should be and you might need a power higher 
up to control that. 

Senator Hitchcock. Do you think there ought to be embedded in 
this law any guaranty to the individual bank that it can get dis- 
counts to any given limit? 

Mr. Vanderlip. It is impracticable. You have got to leave that 
discretionary. 

Senator Hitchcock. You would allow, then, the Federal reserve 
bank the full discretionary power to say to one man from a certain 
town, " We won't discount any of your paper," and to another man 
across the street, "We will discount halt of your portfolio." 

Mr. Vanderlip. You have got to leave that power to the reserve 
Board. I think. You may say it will treat one banker unfairly. On 
the other hand, you mi^ht say if a bank knows, under any conditions, 
it can get rediscounts, it will act unwisely. Of the two, I will take 
the chance of unfairness, because I do not believe there will be any 
unfairness. I am a great believer in the fairness and honesty of 
people in general, and certainly the fairness of people in responsible 
yositions. 

» Senator Hitchcock. I want to give you an illustration of the un- 
fairness of persons holding a responsible position. I suppose the char- 
acter of the men that run the railroacis of the country is as high as the 
men who run the banks of the country, and yet one of the most out- 
rageous discriminations grew up in the railroad world, in which the 
States and Congress had to take a hand. They were saying to one 
diipper, " We will charge you one rate," and to another shipper, 
"We will charge you another rate." They would say to one pas- 
senger^ " You pay full rates," and to another passenger, " You go 
free." The law had to step in for the protection of the men and 
compel eaual treatment. So should not the law step in and say to 
these banks that they shall give equal treatment? 

Mr. Vanderlip. You have provided for the law to step in by cre- 
ating this Federal reserve board. Of course, back of the law that 
you speak of, there first had really to grow up a new body of ethics. 
They were new problems. We had gone on a great many years sup- 
posing when we sold wholesale we sold cheaper, and men's minds 
did not grasp the ethics of that situation, and that is one of the 
troubles to-day. We have developed industry and we have gotten 
many new elements in our social system. We are developing new 
ethics, and that is part of this radicalism we are talking about. We 
are developing a new code of ethics that did not exist before our 
time, and we ought to have patience with one another about that. 

Senator Hitchcock. Do you think any injury would come if 
the law provided that the reserve bank should rediscount the notes 
of a bank in any community to an extent, say, of its capital stock, 
providing the notes^ were good? 

Mr. Vanderlip. Eight there — providing the notes are good. Who 
is to be the judge? 

Senator HrrcHCocK. I will say, without that provision, discount 
the notes. 
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Mr. Vanderlip. I would certainly think a loan under compulsion, 
where you could not scan the credit, would be an impossible thin^. 

Senator HncHcocK. These banks are all under constant inspection, 
and the law provides an inspection of these regional reserve banks. 

Mr. Vanderlip. Nevertheless, you can not trust to inspection. 
Anybody who ran a bank recklessly might get bad paper in its port- 
folio, which could be offered for rediscount. 

Senator Reed. Would not that leave a bank in dire straits, in this 
sort of condition : It could take, say, $100,000 of its absolutely worth- 
less paper and bring it up to the Federal reserve bank, and compel 
the Federal reserve board to cash that absolutely worthless paper, 
where the bank itself was tottering to its fall? 

Mr. Vanderlip. Oh, yes. There must be the right of discretion by 
the loaners of money. 

Senator Hitchcock. In the first place, a bank has one tenth of 
capital already invested. 

Mr. Vanderlip. Yes. 

Senator Hitchcock. It has its reserves impounded to the extent 
of nearly one-half. Can you conceive a condition under which it 
should not be assured of anjrthing at all as the result of its joining 
the enterprise? 

Mr. Vanderlip. Practically I can not conceive that there would 
ever be a time a properly run bank would not be able to borrow. I 
think the reserve banks will be run with wisdom, discretion, and 
fairness and any bank will be able to rediscount. They must hold 
themselves in such a position so they will have the power to re- 
discount. 

Senator Hitchcock. Now, let me ask you this question, Mr. Van- 
derlip : Suppose the reserve bank rediscounts half of the portfolio of 
the bank. Say it discounts half a million dollars of its portfolio 
and it gives it that line of discount. A bank across the street, of 
the same size, it ffives one-tenth of the portfolio, worth $100,000. 
What advantage does this give to the favored bank? Is not it a 
very large advantage? Would not it result in enabling it to get 
control of the business? 

Mr. Vanderlip. It would be a great advantage for one bank to be 
able to discount half of its portfolio while the other was permitted 
to discount only one-tenth. There certainly would be just grounds 
for complaint. If the two institutions were on all fours, a complaint 
to the Federal board would certainly bring action, but I do not be- 
lieve anj board of directors elected to the Federal reserve bank would 
discriminate in that way. They would be fair-minded men. That 
would be a rank, gross discrimination if the two banks were on all 
fours. Nevertheless, I think they ouffht to have the power to permit 
one bank to discount half its portfolio and another bank to be re- 
stricted to one-tenth if the other bank was being run in a way not 
to warrant the discount. 

Senator Hitchcock. Then you would place no limit at all on the 
amount of discount that might be made for a single bank? 

Mr. Vanderlip. No, sir. 

Senator Hitchcock. You would leave that discretionary with the 
board ? 

Mr. Vanderlip. I think it can well be left to the board. 
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Senator Hitchcock. What is the motive for that? What is the 
reason for having anv limit to the amount of discount ? 

Mr. Vandbrlip. If you want to have some limit, I would put that 
on for fear there might be inflation. That would be the motive. I 
would limit it to twice the capital and surplus — something like that — 
which would be a point that no bank ought to reach, and probably 
would not. 

Senator Hitchcock. I am glad to hear you say so. I think there 
ought to be some limit. 

Mr. Vandbrlip. I think it would be a desirable thing to put a 
limit that was large enough. 

Senator Beed. Put a limit on the extent of credit, but not upon 
the right to refuse to graQt the credit? 

Mr. Vandbrlip. No; I should leave the right to refuse with the 
board. 

Senator Beed. That is what I say. 

Senator O'Gtorman. You would feel satisfied that if the power of 
the oflScer of the reserve bank was improperly used that the Federal 
reserve board, on appeal, would correct the injustice? 

Mr. Vandbrlip. Yes, sir. 

Senator O'Gorman. And perhaps remove the offending officer of 
the regional bank? 

Mr. Vandbrlip. I should think it would be very proper. 

Senator Pomerbnb. There has got to be a discretion lodged some- 
where. 

Mr. Vandbrlip. I think so. 

Senator O'Gorman. I have only one question further to put to you, 
Mr. Vanderlip. Yesterday you said, I think, that the plan contained 
in this bill, to issue Government notes, i^ unscientific. I do not 
know whether you amplified that viewpoint or not. If you have not, 
I should be glad to hear from you further, why it is unscientific. 

Mr. Vandbrlip. The note is really the obligation of the bank. It 
is secured by segregation of the bank's asse€, in the form of com- 
mercial paper. It ought to have almost the same relation to the bank 
that a deposit balance of the bank has. It is a d^nand obligation of 
the bank. It is not a Government note; it does not pretend to be 
that, although it is issued and bears the name of the Government. 
Its whole security lies in the bank, i^ the segregated assets, in the 
reserve held against it, and in the superior lien which it has upon all 
the assets. I see no reason why the Government should have any re- 
lation to that note in the way of a guarantor. The Government will 
have an outstanding obligation with no gold cover back of it. Except 
for the 5 per cent redemption fund which the bank deposits, the only 
resource which the Government has is by turning to the bank, and 
the enforcement of the lien on its assets. And it seems to me entirely 
improper that the Government should be the maker of this note, or 
the guarantor of it. Indeed, I think it improper that it should re- 
ceive so-called interest for it, as all of the profits of this bank are to 
come in the hands of the Government eventually. 

Senator O'Gorman. It is not anticipated under the system planned 
that there will be a profit beyond 5 per cent. As Senator Owen has 
very properly phrased it on other occasions, it is really to be an 
eleemosynary institution, and there is to be no motive to earn any- 
thing beyond the guaranteed 5 or 6 per cent. 
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Mr. Vanderlip. I can see no more reason for the Government to 
guarantee one of these liabilities of a bank, in the form of a note, 
than to guarantee a deposit. The note is fully guaranteed, I believe. 

Senator O'Gorman. In other words, you would not expect the 
Government, even under this plan, to take the ri^k? 

Mr. Vanderlip. No. If it is not safe I think the Government 
ought not to take a risk, and I think if it is safe it need not take the 
risk. 

Senator O'Gorman. And you feel if it is safe, the person dealing 
with the regional bank, ought to be satisfied with it? 

Mr. Vanderlip. Certainly. 

The Chairman. I think it my duty to remind the committee that 
only an hour and a half remains, and there are some gentlemen here 
from Iowa whom we promised to hear this afternoon. 

Senator Hitchcock. There is one more question I would like to 
ask. I see under section 6 of this bill when a bank becomes insolvent 
and a receiver is appointed, the stock held by it shall be canceled and 
the balance, after deducting from the amount of its cash paid aub^ 
scriptions all debts due by such insolvent bank, shall be paid to tho 
•receiver of the insolvent bank. 

Mr. Vanderlip. That would seem to be a proper provision. 

Senator Hitchcock. So that the bank would have some security-^ 
the reserve bank would have some security. 

Mr. Vanderlip. Yes ; for a forced loan you speak of it would have 
to depejid on the stock value and the security of whatever reserves 
are held. 

Senator Nelson. And whatever the subscription will be. 

Mr. Vanderlip. And whatever the subscription will be also. 

Senator Hitchcock. Now, I want to ask you whether you do not 
think it better for the reserve bank occasionally to suffer a possible 
loss, as a result of a certain commercial paper turning out to be de 
licient, than to leave the banks absolutely without any assurance that 
they, will get relief even to i:he extent of their capital ? 

Senator Nelson. You mean the member banks? 

Senator Hitchcock. The member banks. 

Mr. Vanderlip. It would probably be safe enough to say that the 
reserve bank shall loan to an amount equal to the stock suoscriplion 
and the reserves which they hold. I do not consider it at all neces- 
sary. I do not believe any bank would be afraid it would receive no 
consideration at the hands of the board at the Federal reserve bank- 
that there would be such discrimination as you indicate there might 
possibly exist. I can not conceive that. 

Senator Hitchcock. You mentioned a moment ago m such a case 
the bank might appeal to the Federal board. But what chance do 
you think there would be, after a bank had perhaps suffered a loss 
and it had gone to the reserve bank for relief, appealing to Wash» 
ington under those circumstances? 

Mr. Vanderlip. The appeal would be in the nature of a post* 
mortem communication. 

Senator Hitchcock. Not only that, but the very fact that the bank 
had been turned down at the reserve bank would intensify the fear 
in the community, and might result in greater loss. 

Mr. Vanderlip. It would not be turned down under those circum* 
stances if it had any proper collateral. 
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Senator Hichcx)Ok, Why not say so in the act ? 

Mr. Vandbrup. Because it might not have proper collateral, 
and if you leave it discretionary as to whether or not the collateral 
is proper, you leave the whole thing discretionary. 

Senator Hitchcock. I do not know. I think, as I said lormerly, 
you ought to specify the whole thing in the bill and leave as little 
as possible to the discretion of the oracers. 

Mr. Vanderlip. May I be excused ? 

The Chairman. Yes; we are much obliged to you. 

Mr. Vanderlip. I thank you. 
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